ED 128 191
TITLE
INSTITUTIION
SPONS AGENCY
PUB DATE
CONTRACT

NOTE
AVAILABLE FRON

EDRS PRICE
DESCRIPTORS

IDENTIFIEES

ABSTRACT

DOCUHEHT RESUHE
SE 020 9938

Toward an Improved U.S. Herchant farine: A
Recommended Program of Studies.

National Acadeny of Sciences - National Research
Council, Washington, D.C.

office of Naval Research, Washington, D.C.

Jan 76

¥00014-75-C~0711

118p.

Executive Secretary, Maritime Transportation Research
Board, National Researchk Council, 2101 Constitution
Avenue, N.W., Washington, D.C. 20418 (free)

HF-$0.83 HC-$6.01 Plus Postage.

Government Role; *Management; *Oceanoloyy; *Progran
Descriptions; Research; *Seamen; SuIrveys;
¥*Transportation

##aritire Transportation; *Merchant Marine

This report describes the development and current

status of the U.S. Merchant Marine with special emphasis on the
influences of government, wanagement, labor, and users. The report
describes a wide spectrum of maritime activities, including the roles
of various government agencies, the organization and effectiveness of
U.S. Merchant Marine management, the structure and impact of
labor-menagement relations, and the reaction of current and potential
users. The recommendations are listed in priority order amnd range

from major research on the 2
less comprehensive studies on the ways and means

effects of bilateral trade policies tc
of encouraging the

stady of ocean transportation in major colleges of business
admipnistration. Recommendations are also made for studies in
marketing, labor relations, and government activities. (Author)

s o ok s b sk o ok ook e o ok ke sioRR R el ook ol ok e ook ook kool gk skokolok e ok Rkolokob
Documents acquired by ERIC include nany informal unpublished

materials not available from other sources. ERIC makes every effort

to obtain the best copy available, Nevertheless, items of marginal

reproducibility are

often encountered and this affects the gquality

via the ERIC Document Reproduction Service (EDRS). EDRS is not
responsible for the quality of the original document. Reproductions

sapplied by

A e ok Yo kol Rk

EIDRS are the best that can be made from the original.

*
&
-
3
* of the microfiche and hardcopy reprodactions ERIC nakes available
*
*
%*
* e sk o o o 3ok e st o s ool ksl s okole ok kol ek ok okl sk sk kR R ok Rk

*
*
*
*
*
*
*
*
*



Aruitoxt provided by Eic:

FARTAMMEMT OF HEALTH,
EDUCATIONAE WELFARE
NATIOMAL INSTITUTE OF
LouCaTION

Tefih 0L UATE NT O HAY BFER HEPRHD-
WICED B x0Ty A% WECE LD FROAM
THE P RS0N U UROARITATION ORIGIN.
ARty o1 P0af Ty 03 VIE W DR DB THIDNS
LSEATI DT L3I0 sud 1 METERSAHIL Y REPRE
SEM FEICTaL N TICINAL INSTITUTE QF
EQULATION POIRITION NH POLICY




TOWARD AN IMPROVED U.S. MERCHANT MARINE

A Recommended Program of Studies

Preparec by the
Panel on the Growth of the
U. 8. Merchant Marine
Maritime Transportation Research Board
Ccmmission on Sociotechnical Systems
National Research Council

National Academy of Sciences
Washington, [, C.

January 1976

3




NOLTCE

=]

The preject that iz the subject of this report was
apprcoved by the Governing Poard of the National Research cCouncil,
whose members are drawn from the Councils of the National Academy
of Sciences, the National Academy of Engineerins, aud the Institute
of Mediclne. Tke wembers vf the committee responsible for the ra=
port were cuoser for thelr special compstences and with wegard for
sppropriate balance.

This report has been reviewed by a group other than the
authors according to procedures approved by a Report Review (ou-
mittee consisting of members of the National Academy of Sclences,
the Mational Academy of Ingineering, and the Institute of dedicine.

This is a report of work supported by the Departments
of Commerce, Defense, and Transportation mder Contract N000l4~-
75-C~0711 between the Office of Naval Research and the National
Acadery of Scilences.

Inquiries concerning tais publication should be
addressed to:

Executive Secretaiy

Maritime Transportation Research Board
National Research Council

2101 Constitution Avenue N.V.
Washington, B, C. 20418

Phone: (202) 389-6663

4

1




ABSTRACT

This report describes the development and current status
of the U.S. merchant marine with special emphasis on the influences
of government, management, labor, and users. The report describes
a wide spectrum of maritime activities, including the roles of vari-
ous government agencles, the organization and effectiveness of U.S.
merchant marine management, the structure and impact of labor-manage-
ment relations, and the reaction of current and potential users.

The recommer.dations are listed in priority order and range
‘from major research on the effects of bilateral trade pollcies to
less comprehensive studies on the ways and means of encouraging the
study of ocean transportation in major colleges of business admin-
istration. Recommendations are also made for studies in markecing,
laboxr relations, and government activities.
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FOREWORD

This study was conducted under the auspices of the Maritime
Transportation Research Board (MIRB), National Research Council, as a part
of a continuing program of advice to the federal government concerning mari=
time transportation.

The objective of this report is to identify study areas leading
t> government and industry action that will stimulate growth in the privately
owned merchant marine. Although the MTRB is generally reluctant to engage in
policy studies, the close rrlationship in the maritime industry between tech-
nological change and policy formulation requires that certain policy issues
be addressed. At the time tnhis study was conducted, we were fortunate in
having members on the Maritime Transportation Research Board with competence
in the field of maritime policy. Three of these board members, Messrs. Nathan
Simat, Robert Ables, and Bertram Gottlieb, served on the study panel.

7 A thiree-man review committee of the Board, comprising Dr. Russell R.
0'Neill, Dr. John L. Hazard, and Mr. James S. Goodrich, reviewed this report
and accepted it for publication.

I extend my thanks to the panel members, staff and review committee
for their fine work on the report.

R. J. Pfeiffer
Chairman, Maritime Transportation
Regearch Board

January 1976
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The problems of the U.S. merchant marine are deep-rooted and per-
sistent. For decades, the U.S. shipping industry has guffered from a creeping
malaise. Until 1969, the share of U.S. export amd import cargoes transported
in U.S. vessels eroded steadily. U.S. capital was channeled to the purchase
and operation of lift capacity under foreign registry. Job opportunities in
the U.S. shipping services declined alarmingly. Even the infusion of large
sums of subsidy for vessel construction and operation failed to stem a loss
of market position and of economic strength that threatenmed the very existence
of U.S. merchant marine services.

Since 1969 and the enazctmert of the Merchant Marime Act of 1970,
there is evidence that the threat of imminent extinction no longer hangs over
the industry. As a result of aggressive exploitation of container techunology
and services, and of stimulation of U.S. export trade in the wake of currency
devaluation, the strong efforts to encourage J.S. shippers to use U.$. mari-
time services, and promotional policies of the Government, the trend of decline
appears to have been arrested, at least temporarily. The most recent projec-
tions of the U.S. privately owned fleet capacity foresee stability in general
cargo tonnage and an increase in U.S. tarker tomnage. There is, however, no
persuasive evidence that a substantial turnabout in the fortunes of the
industry has occurred or is on the horizon under existing practices and
policies.

Against this backgrouad, the objectives of the Panel were both spe-
cific and limited. The Panel was asked by the Maritime Transportation Research
Board (MTRB) to deal with factors inhibiting the growth of the U.S. merchant
marine. 1In line with the history of discussions which led to the proposal for
the study and its adoption as an integral part of the program of the MTRB,
the Panel interpreted the main concern to be the loss of U.S. merchant marine
position in the U.S. and world shipping markets, including the flow of U.S.
capital into flag-of-convenience, or flag-of-necessity, services. The Panel's
second and clear charge was to discern and define worthwhile research into
matters holding promise of arresting and reversing the trends of decline in
U.S. maritime performance, but not to fashion golutions.

The Panel was rot asked to provide proven prescriptions for the
industry's 1lls. Its more limited goals were to identify forces inhibiting
industry growth and to describe and set priorities for researchable topics
to deal with these forces. The Panel considered basic questions of the value
of growth and even questions of the need for a U.S. merchant marine to fall
outside of the scope of its charge and, indeed, outside the scope of its
competence.

Within the four corners of its mandate, the Panel did attempt a
systematic exploration and screening of factoxs inhibiting growth. We



organized into four teams of two panelists, each team focusing on a different
area. The four areas defined for exploration were:! (1) the interface between
the industry and government; (2) the interface between the industry and users
of the industry's services; (3) the interface between the industry and

labor: and (4) the internal management and operations of the industry, in-
cluding the interface with investors and other operating entities within the
industry. We were, and still are, of the opinion that the four areas ear-
marked for exploration more or less covered the waterfront.

Each team had the responsibility for reviewing matters within its
defined area, screening the factors inhibiting growth to eliminate those of
limited importance or presenting no researchable questions, and for recom-
mending and indicating priorities of researchable topics. The teams were
further responsible for initial drafts of the findings and recommendations
in their assigned areas. The Panel as a whole participated in the informa-
tion gathering process, in reviewing the team efforts, and in determining the
final priorities for the recommended research program.

The team approach that was followed had both advantages and dis-
advantages. The principel advantage was that it was possible for the Panel,
whose members were uniformly busy with other matters, to cover a lot of ground.
The principal disadvantage of the process was that the work product was
necessarily uneven, due to differences in availability and style. On the
whole, in this case, the advantages of the panel approach greatly outweighed
the disadvantages. Certainly, the process would not be effective if a defini-
tive study were undertaken. However, for the more limited purposes in mind,
the process was effective in assuring that no major element was overlooked
and that the research priorities agreed upon represented a balanced judgment.

The inquiries of the Pamel produced one clear consensus. To achieve
a more competitive position in the market, the U.S. maritime industry cannot
rely on a "business-as-usual" program. It is not only desirable, but it is
essential to explore the contribution to growth that is potentially afforded
by major changes in the areas of governmment support programs, of dindustry
sales and management practices, and of labor relationships. The recommenda-
tions of the Panmel for research and policy studies, and the priorities attached
to the recommended study projects, are rooted in the belilef that the conven-
tional wisdoms and weak palliatives alone are not sufficient to provide
satisfactory opportunities for the future growth of the U.S. merchant marine,
The problems of the industry, which have registed solution for so long, call
for strong measures.

The recommendations of the Panel are focused principally on breach-
ing the institutional barriers which constrain growth and limit the oppor-
tunities for realizing the full potential of U.S. maritime services. This 18
not to gay that the Panel was unmindful of the importance, to the ruture
development of the merchant marine, of the advancement of marine and trans-
portation technology. There is patently a prime role for techmological
research to improve the quality and to reduce the costs of the maritime trans—
portation system. However, it has been all too clear from the industry's
past experience that technology alone does not provide the answers and that

8
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an appropriate institutional foundation must be laid first in order to obtain
and take full adv: tage of technological advances.

It has been a happy and rewarding experience to be associated with
a Panel of such outstanding ability and diligence. I was and am especlally
impressed with the comprehensive and penetrating grasp of maritime industry
problems displayed by the Panelists and the bold and imaginative possibilities
for solutions which they advanced.

Nathan 5. Simat
Chairman, Growth of the

Merchant Marine Panel

January 1976

Vit




PANEL ON THE

MARITIME

of the

GROWTH CF THE U.S. MERCHANT MARINE

TRANSPORTATION RESEARCH BOARD

Nathan S. Simat, Chairman

President

Simat, Helliesen & Eichner, Inc.

Robert J. Ables
Attorney at Law

Hugh C. Downer#*
Chatrman 7
Maxon Marine Industries, Ine.

Bertram Gottlieb#*#*
Consultant

Lleslie L. Kanuk

Professor of Marketing

City University of New York
Baruch College

John H. Leeper

Senior Project Manager

Maritime Traneportation Research
Board '

MEMBERS

D

John P. Scally 7 7
Manager, Export Distribution

General Electric Company

Elliot Schrier
President
Manalyties, Inc.

Lloyd A. Strickland
Viee President ,
Lykes Brothers Steamship Co.

*

Lavon D. Norris

Staff Secretary

Maritime Transportation Research
Board

* Senior Vice President, Marcona Corporation, through June 1974.
**Director of Research, Transportation Institute, through June 1974.

Panel members serve as individuals, contributing their personal knowledge
and judgment and not as representatives of any organization in which they
are employed or with which they may be associlated.

10

Vil



MARITIME TRANSPORTATION RESEARCH BOARD

Robert J. Pfeiffer, Chalrmnan

FPresident

Mateon Navigaticn Company

MEMDERS

Phillip Eisenberg
Chairman of Executive Committee
Hydronauties, Inc,

J. Harvey Evans
Profeccor of Naval Architecture
Massachusetts Institute of Technology

Robert Alan Frosch

Associate Director for Applied
Ocaanography

Woods Hole Oceanographie Institution

Howard L. Gauthier
Profeasor of Geography
Departrment of Geography
Chio State University

J. E. Goldberg
Professor Emeritus
Purdue University

James F. Coodrich
Chaivnan 7
Bath Iron Works Corporation

John L. Hazard

Professor of Transportation

Department of Marketing & Transpor-
tation Administration

Michigan State University

A. Dudley Haff
Technical Manager
Bethlehem Steel Corporation

Leslie L. Kanuk ]
Professor of Marketing

City University of New York
Baruch College

Harvey C. Paige
Erxecutive Secretary
Maritime Transportation Research Board

Leonard E. Bassil
Project Manager
Maritime Transportation Research Board

O

RIC

Aruitoxt provided by Eic:

Robert N. Kharasch
Partner
Galland, Kharasch, Calkins & Broun

Robert 5. Kleppe
Senior Viee President
Exzxon International

Karl H. Lewis )
Associate Professar of Civil Enginecving
University of Pittsburgh

Ben E. Nutter )
Ezecutive Divector & Chiel Engineer
Port of Oaklend

Russell R. 0'Neill

Dean, School of Engineering & Applied
Setence '

University of California at L.A.

C. R. Redlich
President
Marine Terminals Corporation

Paul F. Richardson
Viee Chairman
Sea-Land Serviece, Ine.

Markley Roberts
Economist
AFL/CIO

Nathan §. Simat
President )
Simat, Helliesen & Eichner, Ine.

John H. Leeper
Senior Project Manager
Maritime Transportation Research Board

Project Manager
Maritime Transportation Research Board

11




Chapter 1

Chapter 2

Chapter 3

Chapter 4

CONTENTS

INTRODUCI‘ION QIEIiiii!illli!!!.iiil.!!i!iiiii
RECOMMENDED PROGRAM OF STUDIES svccscrcnsnces

A. Retrospective Study of a Bilateral Trade
Policy in Which Specific Cargoes were
Reserved for U.S5. Flag Vessels ...iceuss

B. Study of Probable Changes in Conference
Agreements and Cargo Sharing Arrange-
ments and their Impact on the U. S.
Merchant Marine ....ssvassssnssssnssss

€. Study of the Quality and Availability of
U.S. Flag Services and their Relation-
ship to Achievable Market Share .....

D. Study of Maritime Industrial Relations.

E. Retrospective Study of Operational Flex-
1bL11tY scvsvesessnasscaancsssssansns

F. In-depth Marketing Analysis of all Water
Transportation Users, Including Both
U.S. and Foreign Shippers and Con-
gifneas ..ssssssssss0s00snasanieanins

G. Study the Alternatives Available for
Attracting U. S Campanies Away from

H. Study the “arigus Alternatives for
Increasing the Capacity of U.S. Flag
Liner Fleet .ccsessrssssssssasescnsns

I. Study of Longshore Labor Problems
Associated with Cargo Diversion .....

J. Study Ways and Means of Supporring and
Encouraging the Study of Ocean Trans-
portation in Major Colleges of Busi-
ness Administration s.sisissvencnneses

U.S. MERCHANT MARINE PERFORMANCE -- AN
DVEEVIEW EE R e B F B R R B RN R A RS EEPEFNE LR S

GOVERNMENT FACTORS «:vivscventscscssranancns

A. Intfédﬂétian S % B A E e EE S EE S § W R T EEEEEE AR
B. Conflicting Interests ...c.c.sssssssses

12

i T2

B~

o

21

21
22



Page

C. Federal Ald (. i, ciacesrscassesassssesasss 26
A, Direct U.S. Ald .viecasressnssseiassse 27

2: lﬂditﬂl:t UiSC Ald iciasssssrssinsrsne 29

D. Foreign Merchant Marine Aid Programs .... 29
E. ConclizslONS ce vs sinssstoisssassscssoaionss 31
1. Interdeperrdence and Independence .... i1

2, Mtitrast and Regulatory Restrictions 31

3, Preferential CArgoes sciecssessarasss 32

!éh U. §, Flag Cayacit?’ mh s& EBaus E0 Ems undE 32

5: 0Ds Efﬁgram A mE 48 4 B0 sE E@p AR EE IEy o uE VS 32

6. Bilateral Agreements ...ieccsevisciaiens 33

7, Operational Flexibility «.ceeveaicens 33
Cﬁaptéf5 MAGMENI FACEORE 2 8E B 08 VWA Rk AW R BRGSO Ey wE IS 35
A! Im:lmdﬂztién * ha BB EE GF EWO ES LW P A E S 6 Vmg aE EE 35
B. Organization ... cveivsiesarracssrcsaisnne 35
C. Eéfgﬂﬂﬂél S us @ ks U8 W s8R A GEF BE IS ELEEF Iy an W 35
D. TJnvestmenit Decisioms «isveeiscsssesansnss 36
E. Operatioms ... sissivrmrtassrasessssnisnss A
Fo Industry ALIgraments «.ievoerscssacsrmiress 45
G- EakaEing & gk * Uy & WP 0 W R EE GE VW F SN EE A AN ‘4?
Ho ConcluaslOnS (. vs e ssastasssicsassssasnase 47
1. Organization .«cisvatsnisessstissasne 47

2., Personrel and Management Skills ..... 48

3., Investment Declsions .. sissesenscess 49
(&) Liner OperatOrS .siiesascscasaess 49

(b) Tanker Operators ..e.eesssesanss 49

(e) Dry Bulk Operators «..eessiassess 50

4. Management Informatiom Systems ...... 50

5, Steamshiip Conf@rences . essesseosssss 50
Cliapterﬁ LABDR"MNAGEEHT EAGTDRS 0 @B R VRS AIRTE AEE BE VS 53
Ae Incroduction «.. s asresssestssssassnssees 53
B. Economic Climété f e EE IO Ee i B R TS A A HE S 53
C. Bargadning StrUctuYe ..esveiersssssaranss 54
D. JImpact of Techmological Change coosarenss 58
E. Maritine Work Stoppages ....sessesosassnie 59
F. Current Labor—Management Developments ... 59
G. The Role of Federal Government .ss.eoensvs 62
H. Potential Growth of U.5. Merchant Marine. 63

13

i1




Chapter 7

Gﬂﬂclﬂéiﬂﬂs s s sk et EEFAE A E R VB E s REy EE RS
1, Maritime Work Stoppages ..sssassasses
2. Maritime Industrial Relations .....s-
3. Longshore Labor Problems Associated
with Cargo Diversion c.ieavancsasss

USER FA-C.IORS S B E §E & s S WY RE F AR R IR YT AR A S

A.
BI
Ci

Di

E,

InEIEdEEEiQn s am s E A PNE A EFIBE ARSI USE BN
Hafkét GGnSidéfSti@nE s E Sy me s FEE R g AEE S
biat‘két SBTVE?E S E F BE ER BV E A FRE IS E SO
1, Survey 1 Methodology «ievsiasssnirense
2, Suxvey 2 Methodology ..eciecivssnncee
Fiﬂdiﬂgg C s i@ e s R SRR IR R P AR AR e
1, Shipping Practices .e.ieesasscacaanss
(a) Carrier Selection assscsssssssns

(b) Decision Makers ..essessvescenss
(c) Approved Carrier List seiessecss
(d) Use of U,S, Flag Ships .veivesas
2, User Policies scssessisnssssssnssnsne
(a) Vritten Guidelines ..seevescesss
(b) Paliéy MBEEIE sEasmes AR b amE ESe BE
(c) Policy Revisions ,.eiceerceveses

3, Shipping Attitudes .esiecivcscncioren
(a) User Selection Criteria .eiuiesss
(b) Percelved Selection Criteria ...
(c) Comparative Service Factors ...

4, U,S. and Foreign Flag Comparisons ...
(a) Comparative Service Ratings ....

(b) Strengths and Weaknesses ...eses

(c) Suggested Improvements for U.S.
Flag Ggrfiéfs S s s ERIEA s A BE RS

5, Promotional Practices ,.ssvecerniieaces
(a) Salesmen A s@esRsINRe IR em A ERIY
(b) Customer Orientatlon .seiesvasss

(G) Advefﬁising Sl smes e HEIEA AR anE AN

(d) The Competition's View ..aciasss
Canglusiﬁns s as s ms 48 VR B g A BN ES IS FREIIE TN
l- Pfﬂmﬁtignal Sttatégies eEE VEE EAEEEREN
2, Sales Rsp:eaentatién cesesIms pmE N ERAS
3- Qpetaticns s me BE P EE N B E AWE GRE gAY AR IS

14




lDI
11.
12'
13'
lél

15,
16,

17.

FIGURES

Trend in Composition of U,S. Privately Owned
General Cargo Fleet .seveevecansssnsonssons

Comparison of U.S. Flag Fleet Size and DWT
Capacity S s EE Y EE G EE G ER AN IR A SE AR IE R G FR

Foreign Vs. Domestic U,S. 0il Tanker Prices .

TABLES

U.S. Waterborne Import & Export Cargo Tonnage
Fleet Comparisons of Major Maritime Fowers ..
Projections for U.S. Privately Owned Fleet ..
Productivity Comparison of U,S. Privately
Deadweight Ton-Mile Capacity Per Year .....
Results of Questionnaire on Merchant Marine
HaﬂEgEmEﬂt s s s s R E G ET E AR AR AR TAN PR E R A
U.S. and Foreign Flag Vessels Annual Cash
. Flow Requirements .....sscosssssscasssstene
Projected U.S, and Foreign Flag Operating
Costs 1977 (70,000 TankeTr) cisesssscssssnsa
Projected U.5. and Foreign Flag Operating
Costs 1977 (120,000 Tanker) ssevesvevocsccs
89,700 Deadweight Ton Tanker (1978 Delivery)-
Comparative Total Cash Cost Per Year «.....
Sample of Merchant Marine Management Organi-
ZALIOMB ssvsssssssasssassssasssasssnssnosss
Seafaring Employment Shipboard Jobs ...cvsuve
Longshore-Average Daily Employment ...ceceees
Longshore and Seafaring Industry Lost Produc~
tivity Expressed in Strike Day8 seisecsacsa
Man Days Idle as a Percent of Total Work
Time ~ Waterborne Tramsportation «.ssesssss
Frequency of Carrier Selection by Domestic
User, Overseas Consignee/Supplier or
Freight Forwarder by User Categoxy «.:.se1a
Percent of Oceanborne Cargoes Shipped in
American Vessels During 1973 by User
Gategéfy P I T R R R
Written Policies Concerning Carrier Selec-
tion by User Categﬂry PessssIas e R T

xty

13

15
42

10
11
14
17
37
39

40

43
46
55
56
60

61

69

71

71




18.

lgl

20.

22.
23.
24.
25.

26.
27.

28.
zgi

1.
II.

Factors Important to Carriexr Selection by
User EEEESQIY T YR R I TR R R R R RN ]
Factors Perceived by Domestic Users as Most
Important to Other User. Castegories by
User categ@:;y SR FE s FEAS A ES s ARG INEERFINDN DI W
Comparisons of U.S. Flag and Foreign Flag
Carriers by User Category scsssssesacccoscss
Ranking of American Flag Carxrier Servic.s im
Comparison to Foreign Flag Carrier Services
by’ User Categﬁry s s T T RE s NS I UBEAREIBREC LN E
Service Features Rated "Worse" in American
Carriers than in Foreign Carriers in Ranked
Qfdéf P T L RS T R E N R R R R RN N ]
Major Strengths of U.S. Carriers Relative to
Foreign Flag Carriers in Rank Order by Usex
éatégafy sEksdswadsEa Rty RREsESEREIRE RN ERBO NS
Major Weaknesses of U.S. Carriers Relative to
Foreign Flag Carriers in Rank Order by Userx
CateFOLY secsscsaosnsssrssntnessascssrsnesse
Suggested Improvements in American Flag Car-
rier Services in Rank Order by User Cate-
DIV sassntstosststsstonssoasosassssssnins
Average 1973 Shipping History of Respondents
by User Category (Appendix II) vesieescsace
Pexrcent of 1973 Cargo Shipped Via Ocean
Freight by User Category (Appendix II) ....
Nature of Exporter's Business (Appendix II) .
Size of Freight Forwarding Companies Respond-
ing by Number of Employees (Appendix II) ..

APPENDIXES
AGEMEEEIETS !iii‘!l!‘!Q!ii!liﬂliliiiil!i
DESCRIPTIVE DATA CONCERNING SUBSAMPLES .,a...

GLGSSARY AR RS IR EEEZE T E R R E R R R E N ERE RS
BIBLIG‘;M}H S EEIE LR EEETEE R AR E R A R B R B B N LR ]

16

o

Page
13

15

17

8

79

81

81

83
94

95
95

96

91
93
97
© 103




CHAPTER 1

INTRODUCTION

In April of 1972, the Maritime Transportation Research Board
authorized a study of Opportunities for Improvement of the Merchant Marine
for its 1973-74 project year. Accordingly, the Board formed a study Panel
to examine "the total competitive environment in which the merchant marine
operates and the relationship between public and private administrative de~
cisions and the external forces acting on the U.S. maritime industry to sug-
gest opportunities for improvement of the industxy". The Board's intent was
further expressed in the question: 'What must be done by the industry and
by government to improve the ability of the merchant marine to meet foreign
competition more effectively with better return on public and private invest-
ment than is presently in evidence?"

Recognizing the magnitude of the study problems and the limited time
and resources that could be devoted to them, the Board instructed the study
Panel not to seek immediately implementable solutions, but to identify for
further study promising avenues to the development of a merchant marine that
would operate in the highly competitive commercial shipping world more eco-
nomically, more efficiently, more effectively, and with greater public
benefits.

The study Panel was formed in July and August of 1973 and the ini-
tial meeting held on September 13, in Washington, D. C.

The Panel interpreted its charge as one of analyzing the complete
naritime spectrum including the actions and interactions of government, man-
agement, labor and user.

The Panel was guided by the preamble of the Merchant Marine Act of
1936 as the declaration of federal policy calling for the existence and
continuation of a U,S. flag merchant marine: ,

"It is necessary for the national defense and develop-
ment of its foreign and domestic commerce that the United
States shall have a merchant marine (a) sufficient to
carry its domestic water-borne commerce and a substantial
portion of the water-borne export and import foreign com~
merce of the United States and to provide shipping ser-
vice essential for maintaining the flow of such domestic
and foreign water-borne commerce at all times, (b) capable
of serving as a naval and military auxiliary in time of
war or national emergency, (c) owned and operated under the
United States flag by citizens of the United States in-
sofar as may be practicable, (d) composed of the best-
equipped, safest, and most sultable types of vessels,

Q. 17




"constructed in the United States and manned with a trained
and efficient citizen personnel, and (e) supplemented by
efficient facilities for shipbuilding and ship repair. It
is hereby declared to be the policy of the United States to
foster the development and encourage the maintenance of such

a merchant marine."

In its analysis, the Panel concentrated on those areas that either
facilitate or constrain growth under conditions of international competitionm.
In accordance with its mandate, the Panel's recommendations are for studies
designed to improve the competitive posture of the U.S. merchant marine.

- In any undertaking of this nature, the possibilities for policy
gtudies and research are numerous. It was necessary, under the circumstances,
to limit the recommendations and to establish prioritieg. This is done in
Chapter 2 buth on the basis of Ehe 1mpartanca of the pfﬂblem to whigh aa&h
will result in a warthwhile caﬂtributicn ts the develapment of the U.S- mer-
chant marine.

The Panel conducted direct interviews and discussion sessions with
industry leaders and government officials. In addition, it solicited indus-
try response through a number of questionnaires. The cooperation of those
who assisted is gratefully acknowledged in Appendix I.

1 The Merchant Marine Act of 1936, as amended through the Bist Gengress,
2nd Session, January 1, 1971, Title I Seegiun 101.




CHAPTER 2

RECOMMENDED PROGRAM OF STUDLES

This chapter recommends specific research and policy studies that
would have the greatest eventual impact in stimulating growth in the merchant
marine industry. ’

The studies are listed in priority order and identified with recom~
mendations as to objectives, methodology and follow-up. Each project is also
referred back to a specific chapter and paragraph for amplification.

These recommendations for research and policy studies are directed
to policy formulating governmental and private organizatioms.
A. Project: Retrospective study of a bilateral trade policy din which
specific cargoes were reserved for U.S. flag vessels,

Objective: To determine the effect of a formal government bilateral
trade policy on the growth of the U.S. merchant marine and on na-
tional maritime goals and objectives.

Methodology: The study gshould provide a retrospective examination of
formal government bilateral trade arrangements that are assumed to
have been reached with major trading partners during the past 10
years, together with implementing governmental agreements among com-
mercial participants. It should consider both open and closed con-
ferences. Using the available sources of 10-year trade data, the
study should evaluate what effect the policies would have had on the
size, mix, and viability of the U.S. merchant fleet and compare the
consequences of the bilateral policy with the known consequences of
past and current policies. The study should further assess the value
of the retrospective form of analysis as a predictive tool for use
in evaluating plans and proposals for future bilateral trade agree-
ments.

Follow-up: Publish study results so that they will be available to
policy makers to help ip their judgment of whether or not bilateral
agreements constitute good national maritime policy.

Reference: Chapters 4-E-6, 5-H-5.

B. Project: Study of probable changes in conference agreements and
" cargo sharing arrangements and their impact on the U.S5. merchant
marine (to include the possible ratification of the U.N. Code
of Conduct for Liner Conferences).
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Objective: To project the results of potential changes in U.S.
private and government relationships concerning conferences and
cargo sharing arrangements including the possible ratification of
the U.N. Code of Conduct for Liner Conferences.

Methodology: Evaluate various possible private and government actions
concerning conferences and pooling arrangements under different prob-
able and practical assumptions. The study should include and make
allowances for the possible adoption of the U.N. Code of Conduct for
Liner Conferences with projections on the probable impact on the U.S.
merchant m:rine. Conflicts with current maritime legislation should
be outline:, Policy recommendations should be made.

Follow-up: The study recommendations for legislative, administrative,
and private action should be forwarded to appropriate authorities.

Reference: Chapters 4-E-1, 4=E-2, 5=H=-5.

C. Project: Study of the quality and availability of U.S. flag services
and their relationship to achievable market share.

Objective: To evaluate the quality and availability of U.S. flag
vessel services in order to maximize reliability and optimize £
quency of service to customer requirements.

Methodology: Conduct a systematic analysis of U.S. sailing schedules
on major trade routes. Compare these schedules with foreign flag
compatitors and with the stated requirements of major ocean trans-
portation users. At the same time, determine how often and why
U.S. flag vessels do not make scheduled sailings or port calls when
compared with foreign competition. Develop recommendations for
maximizing reliability and optimizing sailing schedules.

If appropriate, institute policy action to improve trade route
service requirements in the subsidized sector.

Follow-up: Make the results of the study known to U.S. operators.

Reference: Chapters 6-I-1, 7-E-1, 7-E-2.
D. Project: Study of maritime industrial relationms.

Objective: To assess the impact and probable effect of each of the

" following on maritime industrial relations: (1) voluntary arbitra-
tion of rights disputes, (2) voluntary arbitration of interest dis-
putes, (3) compulsory arbitration, (4) postponed arrangements,
(5) no strike pledges during and after contract negotiations, (6) a
permanent umpire system for merchant marine matters, (7) uniform
contract expiration dates, (8) three to five year contract duration
period, (9) mediation arbitration, (10) retraining programs spon-
gsored by the Maritime Administration for seamen in periods of
temporary unemployment, and (11) the impact of a single, overall
pension system on occupational mobility and earnings potential of
maritime workers. Axfggi)




E.

Methodolo Blue-ribbon commission of management, labor, government,
and academia. One year study with public hearings and report to
the industry with recommendations.

Follow-up: Evaluate possible implementation of recommendations and
their impact on maritime industrial relatioms.

Reference: Chapter 6-1-2.
Project: Retrospective study of operational flexibility.

Objective: To determine if the legal impediments (restrictions against

“laissez-faire operations) within the Shipping Act of 1916 together
with similar impediments in other tranaportation laws should be sub-
stantially relaxed to encourage more flexibility in operation and
greater national competitive strength in our common carrier liner
fleet.

Methodology: Assume that the legal impediments in the Shipping Act of
1916 and other transportation laws had been substantially relaxed
for the past 10 years and that the common carrier liner fleet had
been operating with increased freedom to react to market conditions
and foreign competition. Use an appropriate model to estimate the
present economic condition of the merchant marine under the assumed
conditions.

Follow-up: Make study results avalilable tc national maritime policy

makers to aid in their judgment of whether or mot to revise the
Shipping Act of 1916 and Merchant Marine Act of 1936, as amended.

Reference: Chapters 4-g-7, 6-I-3.

Project: In-depth marketing analysis of all water transportation users,

“including both U.S. and foreign shippers and consigmees.

Objective: To more fully understand the needs of potential U.S. flag
“ustomers in all markets in order to improve market penetration and
market share.

/s Conduct a full-scale interview and mail questionnaire
survey among major water tramsportation consumers both U.S. and
foreign. (This survey might include all members of the Regional
Shipper Advisory Boards of the U.S. Maritime Administration.) A
complete analysis of various categories of U.S. and foreign ex~
porters and importers should be made to identify precise shipping
and service requirements.

Methodolo

Follow—up: The results of this analysis should be made available to

"1U.S. operators through publications, brochures, personal visira and
seminars. Care should be taken to insure that the information reaches
U.S. operators only. c
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Reference: Chapters 7-E~1, 7-E-2.

Project: Study the alternatives available for attracting U.S. com-

“panies away from foreign flag ventures.

Objective: To develop various schemes short of direct subsidy which
would attract U.S5. companies away from foreign flag ventures.

Methodology: The study should cover a broad range of possibilities,
including the use of Title XI, Capital Construction and Construction
Reserve Funds, accelerated depreciation, tax differentials, cargo
preferences, labor factors, regulatory changes, and other incentives.
The possibility of allowing U.S. flag registry of foreign built ships
ghould be considered. Impact statements for the most feasible alter-
natives should be prepared to include the effect on U.S. shipyards,
U.S. maritime labor, U.S. users, current U.S. tanker and bulk opera-
tors, and U.S. defense posture,

Follow-up: The policy recommendations flowing from the study should
be presented to the appropriate authorities for policy actionm.

Reference: Chapters 4=~E=1, 4-E=4, 5-H-3.

Project: Study the various alternatives for increasing the capacity
of U.S. flag liner fleet.

Objective: To determine practical means for encouraging growth in the
U.S. flag liner fleet in the face of increasing but cyclical demand
for such service.

Methodology: Conduct an all-options—open study on the alternatives
for increasing the size of the U.S. flag liner fleet at a relatively
rapid rate to exploit both cyclical and increased long-term demand.
The current lack of shipyard orders for liner type ships, the near-
capacity condition of U.S. shipyards, and the limitatioms on CDS
and O0DS funds should be considered. An impact analysis of the most
feasible alternative should be made with emphasis of the effect on
U.S. shipyards, U.S. maritime labor, U.S. subsidized and unsubsidized
operators, U.S. users and the U.5. defense posture.

Follow-up: The results of the study should be made available to
" appropriate authorities for action.

Reference: Chapters 4-E-5, 5-H-3.

Project: Study of longshore lahor prablems assoclated with cargo
diversion.

Objective: To assess the effect of cargo diversion on longshore employ-
ment and earnings opportunities. To evaluate the impact of cargo
diversion on long-term and short-term employment of dockside and
port workers. To study the impact of cargo diversion on revenues




of port authorities, municipalities, stevedoring companies, and
ship operators. To study and evaluate federal jurisdiction and
participation in labor-relations problems associated with the issue
of cargo diversion.

Methodology: Study by representatives of port authorities, management,
labor stevedoring companies and transportation expertg. On site em-
phasis with field work taking place at the port level.

Follow-up: Review of implementation of recommendations and their im-
pact on labor-relations problems associated with the issue of cargo
diversion.

Reference: Chapter 6-I-3.

Project: Study ways and means of supporting and encouraging the study
of ocean transportation in major colleges of business administration.

Objective: To increase the attractiveness of the industry to business
administration graduates and to provide centers of study of ocean
transportation management problems.

Methodology: Study means of offering scholarships, grants-in-aid and
“research grants for the study of ocean transportation management
problems. Also, sponsor chairs in ocean transportation at leading
universities.

Follow-up: These programs should be closely monitored by a government /

“industry group to insure that graduates are properly placed and re-
search is germaine.

Reference: Chapters 5-H-1, 5-H-2, 5-H-3, 5-H-4.




CHAPTER 3

U.S. MERCHANT MARINE PERFORMANCE -- AN OVERVIEW

The U.$. merchant marine has had an uneven history. Although re-
latively small in comparison to other U.S. industries, it has played an
important role in the political and economic fortunes of the Nation, and as
a result has been heavily influenced, aided and controlled by the federal
government.

The industry was virtually overwhelmed by the requirements thrust
upon it by World Wars I and II. It has also felt the after effects, though
to a lesser extent, of subsequent more limited military engagements. 1In the
immediate post=World War II period, the merchant marine flourished on readily
available surplus ships, trained labor, and abundant foreign and military-aid
cargoes. As these conditions changed, so did the industry. Now, some 30
years after the end of World War II, for perhaps the first time in this cen-
tury, some sectors of the merchant marine are facing a competitive commercial
climate in which satisfactory performance is more dependent on enterprise and
economics than government assistance and regulation.

The year 1969 may be remembered as a pivotal year for the U.S. mer-
chant marine. Table 1 shows that in terms of the percentage of U.S. imports
and exports carrled, the industry's long deteriorating slide may have reached
its lowest point in 1969, Other actions and events of the year also signaled
a resurgence in the privately owned merchant marine. On October 29, 1969,
the Administration announced a maritime program that resulted in the Merchant
Marine Act of 1970. Also, in 1969, major orders were placed for new berth
line vessels outside the government's operating and construction differential
subsidy program. This latter action demonstrated a new confidence in the
ability of the United States Merchant Marine to compete effectively in the
world market.

1969 through 1976 are years of transition., Most of the ships built
during WW TI will be phased out during this period.? New trends are develop-
ing in the industry, including its service, capacity, market share, and proi-
itability.

The U.S. merchant marine will continue to be a very small industry.
For instance, inm 1972 the subsidized sector of the industry generated less
than 800 million dollars in operating revenue.> Operating revenue for the

2 1n July 1974, there were still 208 ships in the U.S, privately owned mer-
chant marine that were over 25 years old. U.S. Department of the Navy,
Military Sealift Command, Merchant Ship Register, Washington, D. C.,

July 1974.

3 y.S, Department of Commerce, Maritime Administration, MarAd Annual Report,

Washington, D. C., 1973, p. 80. 24




TABLE 1

U.5. WATERBORNE IMPORT & EXPORT CARGO TONNAGE
(long tons in millions)

8.6 109.0 118.2

Tolal** exporis & imporis Total Expur!s & impaotls Tetal exparlz & Imports Tolal exporis & imports

Yoor e Al services Lin __ bon sliner _ tanket o

Aump usnu Percent Al Nags usnu Pynm' Allflags uan Parcent  Alifiags  US.Nag Percent
1972* 446.6 EdiE 55 45,1 10.0 22_2 201.4 3.1 1.6 200.1 115 5.7
1971 457.4 24.4 53 4.2 0.1 2.9 220.7 4.8 2.1 192.5 9.5 4.9
1970 473.3 5.3 53 5.4 1B 215 240.7 5.4 2.2 182.1 8.0 4.4
1969 426.1 19.1 4.5 4.0 9.3 22,6 211.6 4.4 2.1 1235 55 3.2
1968 418.6 25.0 6.0 46.1 111 2.0 209.5 6.4 3.0 163.1 1.5 4.6
1967 381.6  20.5 3.3 4.9 1.6 222 190.4 5.4 2.8 143.3 1.5 3.0
1966 392,22 28.2 6.7 $.9 1.4 2.9 189.5 6.9 3.6 152.8 1.9 52
1965 8.5 27.3 7.9 50,2 1.3 2.6 169.9 8.2 4.8 128.4 1.9 6i1
1964 332.8 0.5 9.2 5.3 1.2 %1 161.4 9.8 6.1 121.1 © 6.6 514
1963 N6 28.5 9.2 4.8 135 2.7 136.2 8.2 6.0 126.5 6.8 5.4
1962 296.8 29.6 10.0 4.3 12,7 2.2 125.2 8.3 6.7 123.3 8.5 6.9
1361 212.4 6.3 9,7 49,0 126 25.8 106.7 7.8 7.3 1167 59 5.1
3,0 1.1 50.7 14,5 8.4 7.7 8.1 6.9

1960 277.9

*Preliminary.
#*Tplsls may nol be precise because of rounding,
Excludes Trans-Great Lakes cargoes and Department ol Delense e;rzaes bul Includes U.5, Government sponsored cargoes.

Source: Commission on American Shipbuilding, Report of, Volume II,
U.S. Government Printing Office, Washington, D. C., October 1973.

entire U.S. merchant marine has been estimated recently at approximately 2
billion dollars per year.“ By contrast, in 1971 the railroad industry gen—
erated $13.5 billion in operating revenue,® while the operating revenue for
the "for hire" interstate trucking industry reached $17 billion.® U.S. air
carriers in internatignal services generated 1.9 billion dollars in operat—
ing revenue in 1970.7 ,

In Table 2, the U.S. merchant fleet is eampared as of December -
1972, with the fleets of other selected maritime powers. The United States, - .~
with 651 ships in the privately owned U.S. merchant marine, had nnly 3.12 of ;

% Commiseion on Ameriocan Sthbuzldtng, Report of, Volume II, u. S. Gave:nment?‘
5 Printing Office, Washington, D. C., October 1973; p. B47. G -
5 U.s. Departrient of Commerce, Bureau of Census, Statiatical Abstraets of -
the United States 1973, (94th Edition), U.S. Gnvernmeut Printing foice,
Washingtnn D. C., 1973, p. 536. :
6 U.S. Department of Commerce, U.S. Industrial Outleék 19?2, U S. Gavernment
Printing Office, Washington, D. C., 1973, p, 335.,_,,, " SRR
7 Statistical Abetracts of the United States 1973, op- mi:., pi 555.
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TABLE 2

FLEET COMPARISONS OF MAJOR MARITIME POWERS

(1000 Gross Tons and Over)
December 31, 1972
*Tonnage in Thousands

Total Private USSR Japan Liberia World
U.§. _u.s. B ] R -
Total Fleet 1,150 651 2,140 2,210 2,139 21,009
% of World Fleet 5.5 3.1 10.2 10.5 10.2 100
Tatal Capaeity (Gross)*13,111 9,300 12,116 31,804 45,695 250,543
Total Capacity (DWT)_ ¥17,949 13,636 15,413 52,267 83,208 399,552
% of World's Capacity ' ’
(Gross) 5.2 3.7 4.8 - 12.7 18.2 100
% of World's Capacity :
(DWT) 4.5 3.4 3.9 13.1 20.8
Freighters 6385 361 1,482 1,217 549 12,029
% of World Fleet 5.7 3.0 12.3 10.1 4.9 100
Average Age 22 17 10 7 13 13
Average Speed 16 18 14 14 14 14
Average Gross 9.7 11.6 4.7 5.6 6.7 5.9
Average DWT ¥ 12.0 14.0 6.9 8.0 10.0 8.0
Bulk Carriers 3z 32 135 525 753 . 3,539
% of World Fleet 9 -9 3.8 14.8 21.3 100
Average Age 27 27 14 5 8 8
Average Speed 15 15 12 14 15 14
Average Gioss * 13.0 13.0 5.0 22.6 20.1 18.3
Average DWp ¥ 21,9 21.9 6.7 37.0 36.4 30.6
Tankers 280 246 444 436 809 4,581
% of World Fleet 6.1 5.4 9.7 9.5 17.7 100
Average Age 20 18 9 1z 11
Average Speed 15 16 13 13 15 14
Average Gross * 16.9 18.9 8.6 30.0 32.9 23.7
Average DWT ¥ 29.2 31.6 12.24 53.4 62.1 42,1

Note: Table excludes passenger ships.

Source: U.S. Department of Commerce, A Statistical Analysis of the World's
Merchant Fleets, December 31, 1972.

26




=12=

the world's merchant ship fleet and 3.4% of the world's total deadweight ton
capacity. By comparison, the USSR, Japan and Liberia each maintained mer-
chant fleets in excess of 2,000 ships. Liberian flag operators accounted for
over 20% of the world's existing deadweight ton capacity.

The average general cargo freighter in service in 1972 in the United
States privately owned fleet was 17 years old with a speed of 18 knots and
a capacity of 14,000 deadweight tons. By contrast, the average freighter
operating under the flag of the USSR was 10 years old, had a speed of 14 knots
and a deadweight ton capacity of 6,900. The USSR opérated 1,482 genecral cargo,
freighter type vessels in its merchant marine compared to 361 vessels in the
U.S. flag privately owned fleet, 1,217 in Japanese flag fleet and 549 in the
Liberian flag fleet. On the average, U.S. freighters were larger and faster
than those of the USSR, Japan or Liberia.

U.S., tankers, by comparison in 1972, were generally smaller and
older than those of Liberia or Japan. The 246 tankers shown in Table 2 in the
U.S. flag privately owned fleet averaged 18 years, 16 knots and 31,600 dead-
weight tons. The Liberian fleet of 809 tankers averaged 12 years, 15 knots
and 62,100 deadweight tons.

age of 27 years. By contrast, the Japanese have 525 bulk carriers, with an
average age of 5 years. By July of 1974, the U.S. bulk fleet had dropped to
23 ships. U.S. bulk cargo capabilities are meager. Table 2 shows that U.S5.
bulk ships are less than 1% of the world's total bulk fleet. By comparison,
U.S. flag privately owned ships accounted for 3% of the world's freighters
and 5.4% of the world's tankers.

The U.S. flag bulk fleet consists of only 32 ships, with an average

The retirement of many World War II vessels has had a significant
effect on the U.S5. fleet. Figure 1 shows that the general cargc fleet in
1965 totaled 557 vessels, of which 6% were intermodal ships.® By 1973, this
fleet had dwindled to 332 ships, with some 387% intermodal ships. FrojactiOnS
shown in Figure 1 indicate that the general cargo fleet will continue to
shrink to approximately 271 ships by 1980.

Table 3 shows that while rhe number of ships in the total fleet
(dry cargo and tankers) is diminishing, the deadweight ton capacity is in-
creasing. Most of this increase is due to a heavy emphasis on Very Large
Crude Carrier (VLCC) and Ultra Large Crude Carrier (ULCC) tanker designs,
although replacement of relatively small freighters by large intermodal ships
also contributes to the increase. Figure 2 shows that from 1974 to 1980 the
tanker fleet will increase in number of ships and DWT capacity, while the
dry cargo fleet will decrease in numbers and nearly stabilize in total DWT
capacity.

As of January 1974, 52 ships totaling 4.6 million deadweight tons
had been ordered under the 1970 Act. The average size of these ships is
88,000 deadweight tons per ship. Of the 52 ships, 13 are barge carriers and

8 Intermodal vessels include containerships, roll-on/roll-off (RO/RO) ships,
and barge carriers.
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TABLE 3

PRDTELTLDNS FOR U, S, PRIVATELY OWNED FLEET
(Omits Passenger Shipe)

Numbers of Ships
1974 1975 1976 1977 1978 1979 1980

(A) Breakbulk 169 164 159 154 149 144 139
{L} Conlaliers 114 1J¢ 104 56 94 89 94
(C) Barpe Carrier 15 22 23 23 23 22 23
(D) RO/RO 13 15 17 15 15 15 15
(E£) Dbry Bulk 23 20 17 14 11 _ 8 _5
Total Dry Cargo % 134 330 320 305 202 279 276
(F) Tanker Domestic*y 143 134 128 108 106 104 112
Tanker Forelgn 103 95 105 114 123 129 134
LG 0 1 _7 13 1 25 3
Total Tankers 246 230 240 235 248 258 277
Total Fleel 580 560 560 540 540 537 553

Deadweight Tonnage

Total General Cargo Total Dry Cargo
1974 4,830,000 5,450,000
1975 5,080,000 5, SBD 000
1976 S;DGD,DDD E,OOQ,DDD
1977 4,990,000 5,300,000
1978 4,880,000 5,120,000
1979 4,780,000 4,980,000
1980 5,040,000 5,160,000
Total Tanker Total Fleet
1974 8,150,000 13,600,000
1975 8,550,000 14,130,000
1976 10,750,000 lE,?SD;DDO
1977 11,740,000 17,040,000
1978 13,710,000 18,830,000
1979 15,510,000 20,490,000
1980 17,510,000 22,670,000

(A) Includes partial contailner ships. Projection assumes 30 ships currently over
25 years old will be retired at a rate of 5 per year by 1980. :

(B) 55 container ships are currently listed as being at least 25 years old. Pro-
Jection assumes these vegsels will be retired at a rate of 5 per year through 1980.
12 new container ships are contemplated for delivery in 1980,

(C) Projection contemplates addition of B barge carriers by 1976 with no vessel
being retired through 1980, .
(D) Prnjéctian contemplates addition of 4 RO/RO ships by 1976 and retirement of

2 by 1980.

(E) Dry bulk fleet currently includes 19 vessels over 25 years of age. Projection
contemplates retirement of 18 of these ships by 1980. No new bulk ships are con-
templated for delivery by 1980.

(F) All tanker projections taken from Projection of U.5. Flag Fleet, Maritime
Administration, Office of Policy and Plans, July 10, 1974,

* Dry catrgo projections made by MIRB staff based on Military Sealift Command, Ship
Register, July 1974, and MarAd, Office of Policy and Plans, Projection of U.5 Flag
Fleet, July 10, 197&.

L Tanker projections based on MarAd, Office of Policy and Plans, PfﬁjEEtinﬁ of U.5.
Flag Ships, July 10, 1974. 1974 figures taken from MSC, Ship Register, July 1974,

Aruitoxt provided by Eic:
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RO/RO vessels, 28 are tankers, two are Ore-Bulk-0il (0BO) ships and nine are
liquefied natural gas (ING) carriers.’ As of January 1974, there were 180
applicatiouns for construction differential subsidy for 52 million deadweight
tons. However, there is some question whether all of these large bulk car-
riers will be built under the subsidy program.

The general cargo fleet is changing, with interwodal ships coming
into more common use. These ships have much higher productivity than the
break-bulk ships they replace. Measuring the productivity of ships must take
into account the speed, turnaround time, and capacity. Tabli: 4 provides a
productivity analysis for the years 1971, 1973 and projected 1976. The table
shows that the maximum annual ton-mile capacitv of the general cargo fleet
will be slightly higher in 1976 than in 1971, even though some 100 ships will
have been dropped from the fleet.!® This condition cannot exist long, how-
evzy, as the 1976 capacity estimate includes 122 15-knot ships with an annual
capacity of 110,530 million ton miles. Most of these vessels are currently
over 25 years of age and their continued service through 1980 is subject to
question,

A recent survey by the MIRB staff of 14 major U.S. liner operators
in July to October of 1974 showed that outbound cube utilization for U.S.
flag ships was ranging from 87 to 100Z. 1In fact, a U.S5. flag undercapacity
situation existed during that period. A recent report completed for the
Maritime Administration on short-term forecasts of U.S. oceanborne exports
predicts continued growth in the export of liner crade goods and commodi-
ties.!! The summary findings from that atudy are:

"In summary, although the U.S. export trade boom now
appears to be over as a result of declines in bulk
cargoes, the current market for U.S. manufactured goods,
carried by liner vessels, remains strong. Growth in
manufactures is projected through 1975, but at rates
below recent levels. It, therefore, appears that U.S.
flag liners will not, in the short term, be adversely
affected by sharp declines in the total volume of
oceanborne export cargoes."

of a substantial partian of our fleet by 1980 and the current lack of con-
tracts in U.5. shipyards for general cargo tonnage points to a significant
U.5. liner undercapacity situation in the foreseeable future.

9 y.s. Départment of Gommerce, Maritime Administration, News Release, MASP-
74-3, remarke by Robert J. Blackwell before the Propeller Club of Wash-
ingtau, D. C., January 24, 1974,

10Maximum annual ton-mile capacity is calculated by multiplying average
SEa—days X 24 hours X maximum speed X DWT ton capacity.
llTemple, Barker & Sloane, Inc., 4 Short-Term Forecast of U.5. Gceanbarné
Exporte, Wellesley, MA, September 10, 1974, p. I-5.
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Fast, quick turnaround, intermodal ships will carry most of the
general cargo in the 1976-80 perlod. Eased on Table 4 these ships will con-
stitute only 48% of the 1976 fleet, but will account for over 657 of the 1976
ton-mile capacity. These ships will carry most of the high value, high rev-—
enue cargo by providing fast, through service with little cargo damage and
pilferage.

The most significant growth in the U.S. merchant marine can be ex-
pected in the tanker Tleet. The current fleet of 246 ships averages 33,145
deadw21ght tans per fhip Df *h& ahlpb under ccnatructian in U S yards z8

dﬂd 14 (ZD&) are gene.al zarga carriers. ¢La 56 tankeis on Ordél averagé
85,000 deadweight tons. The average size of the tankers under comstruction
is nearly three times that of the tankers In the current U.S. fleet,12

Projecting the removal of some 83 World War II tankers from the
fleet against the addition of those now building, the estimated total 1976
tanker capacity will be 10.7 million deadweight tons for a 32% overall gain.
Table 3 shows the projected 1980 tanker deadweight tonnage to be 17,510,000
or an increrse of 114% over 1974 levels.

Lester B. Knight & Associates Inc. prepared a report for the
Commission on American Shipbuilding that commented on new shipbullding re-
quirements for world trade by 1980.

"The greatest new building requirement is in the dry
bulk cargo capacity. WNew building required to meet
demand in that sector will be approximately 41 million
deadweight tons. The new building requircaent of the
petroleum cargo sector is approximately half the demand
in the dry bulk sector. Current over=capaclty and rel-
ative limited replacement requirements are the primary
reasons for this forecast. Projected over-capacity in
the general cargo fleet dilutes .ie effect of a large
replacement requirement in the total new building require-
ment. Apparently, much of the obsclete cargo fleet
which would be eliminated over the next 8 years will not
require replacement. The demand for general cargo ca-
pacity is not expanding rapidly enough to absorb the
current over-capacity of the fleet. Therefore, only
minor new buillding cequirements are projected. Sev-
eral sources indicate that much of the replacement
tonnage and new bullding cargo fleet will be container
ships."13

IEMérahant Eth ﬁggzstér, ép eit., p. ix.
13commission on American Shipbuilding, Report of, op. eit., p. 700.
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It would appear that U.S. private and subsidized expenditures for
tankers are based on criteria other than expected world market conditions,
perhaps indicating no intention of developing a fleet for "world" market com-
petition. Perhaps an even greater indication that plans for shipbuilding are
not based on world market conditions is the almost total absence of dry bulk
construction in the United States, only 1.3% of the toual. (It should be
noted, however, that tankers are also dry bulk carriers for some commodities
such as grain.) Therefore, it is possible to conclude that the expansion in
tanker construction is based cn expected government protected trade, i.e.,
Jones Act, cargo allocation, or bilataral agreement. Also, it might be pos-
sible to conclude that U.S. flag tanker operators do not think that a profit
can be made in other than protected trades.



CHAPTER 4

GOVERNMENT FACTORS

A. Introduction

Industry investment capital, profitabiliry, fleet configuration,
service patterns, cargo volume, labor relationms, and even corporate relations

depend to a great extent upcn the actions, inactions and sometimes conflicting
actions of the federal government.

The government influence on the U.S5. merchant marine falls most
heavily into four major areas:

. Direct Aid - which includes Maritime Administration programs
for: Construction Differential Subsidy (CDS); Operating
Differential Subsidy (0DS); Title XI guarantees; Title X11
insurance; capital construction funds; and capital reserve
funds.

Indirect Aid - which includes Jones Act protection; Agency
for International Development reserved cargoes; Department
of Defense reserved cargoes; manpower training facilitiles
(the U.S. Merchant Marine Academy); research, development,
and promotion programs of the Maritime Administration; and,
to a lesser extent, the Department of Tramsportation, U.S5.
Army Corps of Engineers, and U.S. Coast Guard.

Regulation -~ which includes rate and service regulations and
restrictions set by the Interstate Commerce Commission,
Federal Maritime Commission and the Maritime Administration;
safety environment and health restrictions imposed by the
Environmental Protection Agency, the U.S. Coast Guard, the
Department of Health, Education and Welfare, the Department
of Labor, the Federal Communications Commission, the various
local (ports, county and state) agencies, and antitrust
restrictions imposed by the U.S. Department of Justice.

Foreign Relations - which includes bilateral agreements;
UNCTAD and IMCO conventions; and retaliatory actions against
discrimination,

While the direct and indirect aid programs of the federal govern-
ment are intended to attract merchant marine investors and operators, the
activities of federal regulatory, antitrust and foreign relations agencies
sometimes discourage those objectives.
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A review of the effect of government policies and practices on the
growth of the U.$S. merchant marine is required as a background for the devel-
opment of research recommendations, and particularly in relation to:

Intermodalism as it affects agreements among railroads,
trucklines, freight forwarders, and non-vessel-operating
common carriers; development of central ports and feeder
operations; and simplificatiou of rates, services and
filing procedures consistent with available intermodal
technology.

Coastal operation as it affects port facilities that
respond to the economics of contemporary merchant marine
operacions, Intermodal cargo flows, and bulk cargo move-
ments.

Intercompany cooperation as it affects the development of
rates, services, K schelules, conferences and pooling agree-
ments that will best serve the U,S5. shipper or consignee.

Fleet flexibility as it affects U.5. flag and U,S. owned
foreign flag operations and U.S. built and foreign built
vessels in U.S. and foreign liner and non-liner trades.

It is also important to look at the activities of fo :ign ccuntries
and how they support and regulate their merchant marines. Their actions may
suggest constructive alternatives for consideration.

B. Conflicting Interests

The U.S. merchant marine, its associated maritime industries and
organizations, and the federal government are often fractionalized by con-
flicting interests, overlapping mandates, and historical relationships. The
basic federal transportation regulatory policy requires adversarial proce-
dures between carriers and shippers, and between carriers and carriers. In
the case of the merchant marine, the government compounds the difficulty by
applying to shipping companies, operating in a worldwide competitive environ-
ment, antitrust and regulatory policies that are designed primarily for com-
panies in domestic commerce and which are not applied to foreign competition.

Subsidized carriers have interests that conflict with the unsub-
sidized carriers. U.S. flag liner operators compete with U,S. owned foreign
flag non-liner operators. The interests of U.S. flag operators are often
not consistent with the interests of U.S. shipyarda. The interests of rail-
roads and trucklines in carrying import/export cargoes are not always consis-
tent with the interests of ship operators. Ports oppose shifts in service
through feeder systems, land-bridge movements or other substituted service
that ship operators may wish to implement in the interest of efficiency.

Conflicting policies within the government tend to reflect the in-

terests of the constituencies that the individual agencies regulate or
represent. The Federal Maritime Commission (FMC), Interstate Commerce
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Commission (ICC) and, to a lesser extent, the Civil Aeronautics Board (CAB)
each seek to control intermodal movements of import/export cargoes; not
necessarily because each wishes unilateral power but because each focuses on
that segment of the transportation with which it is primarily.concerned.
Similarly, the Department of Transportation and the Department of Commerce
have independent and sometimes conflicting programs in research, promotion
and regulation of the merchant marine. Each department has a different per-
spective, a different perceived mandate, and, consequently, a different set
of programs. The Department of Defense, through the Army Corps of Engineers,
the Military Sealift Command, and as a major customer of private shipbuilders,
also exerts a significant influence on the health and growth of the U.S.
merchant marine.

The technological changes that have produced the intermodal revolu-
tion have presented significant and as yet unfulfilled challenges to the fed-
eral regulatory community. Tariff filings, rate structures, through bills of
lading and minimum cost routings have not in practice kept pace with what
could be done in theory. We have innovative tariffs, substituted services,
and feeder systems, but we do not have a consistent view on the part of the
Federal Moritime Commission, the Interstate Commerce Commission, the Depart-
ment of Justice, the Courts, the Congress and the Administration toward the
full development of these innovations. Shipping conferences have failed to
implement intermodal authority, and the carriers themselves differ on the
best approach to intermodalism in the current environment.

The FMC, ICC, CAB and DOT have established the Interagency Commit-
tee on Intermodal Cargo. The items already scheduled for consideration by this
continuing government forum include tariff filing procedural reforms, through
bills of lading, commodity descriptions and coding, and legal impediments to
intermodal transport. While some progress can be realized through such multi-
agency cooperation, the problem of conflicting interests by each of the agen-
cies suggests that legislative action may be required.

Closely related to intermodalism is the question of carrier and port
interests in operation of port facilities. Perts should be administered pri-
marily as transportation links between the inland and ocean carriers, not as
land developers, landlords, or employment agencies. Questions remain whether
the federal government, local government, or private development of ports
can best serve the U.S. merchant marine. Should ports be treated as public
utilities, civic bodies or piivate enterprises, and to what extent should
centrally supplied commodity and ship forecasts determine port development?

When each port served a relatively limited hinterland and ocean
freighters could economically call at several ports, the development of sev-
eral autonomous competing ports on each coast was desirable. Now each of
these ports has a vested interest in the continuation of its economic life
(including not only the capital facilities in the terminals but the job
opportunities for longshoremen, customhouse brokers, forwarding agents, and
other service functions associated with port work). As a result, many ports
resist the realignment of traffic flows inherent in full application of
contemporary transportation technology. Operators of new, high productivity
ships contend that they can provide the most efficient service only if they
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can reduce their port time. One method of reducing port time is to serve as
few ports as possible while attracting cargo from a large hinterland.

Potential conflicts between ports and carriers are not limited to
the iiner trades. During the past decade, there has been an increase in the
percentage of foreign commerce (fcnnage) carried in specialized, non-liner
ships (82% in 1961 vs. 89% in 1971).1% The rapid growth of trade in such
traditional bulk commodities as crude oil, ores and grains is only partially
responsible for the increase. The economies of scale of shipload movements
have been extended to several major commodities that historically moved in
liners, for example, pulp and paper products, packaged lumber products, auto-
mobiles. These movements have led to development of large volume, specialized
bulk and neo-bulk facilities to replace smaller, more numerous, multi-purpose
terminals. A revitalized U.S5. flag bulk carrier fleet will need such facili-
ties.

Intercompany cooperation, whether among the ocean carriers or be-
tween ocean carriers and inland carriers or ocean carriers and ports, is
severely restricted by the cenflicting jurisdictions of the FMC and ICC and
the sometimes conflicting philosophies of these agencies and the Department
of Justice. Pursuant to Section 15 of the Shipping Act 1916, common carriers
by water or other persons subject to the Act, may enter into agreements which,
upon FMC approval, are given antitrust immunity. Such approval is generally
given when conference or rate making agreements in the U.S. foreign trade are
being established. Increasingly, Section 15 agreements are being filed by
carriers interested in discussing other matters, such as joint terminal opera-
tions and rationalized fleet sailings. Section 15, however, does not extend
antitrust immunity to acquisitions, mergers, and other acts which the Depart-
ment of Justice considers in violation of the large and complex body of
antitrust law, or so the courts have seemed to hold.

FMC's Vice Chairman, George Hearn, presented the conflict between
the FMC and the DOJ in a speech before the Propeller Club of the United States
in San Francisco, October 12, 1973:

""The Department of Justice has not taken a position when
foreign countries and their merchant marines have formed
corporate combinations which are contrary to our antitrust
policy and laws. It appears that while such is permissible
for foreign participants in United States ocean commerce,
when the same is engaged in by our own carrlers, the ar-
senal of federal antitrust weapons is leveled against it.
For the Justice Department to acquiesce in actions taking
place in other countries which have a direct effect on

our foreign commerce, and then attempt to obtain jurisdic-
tion over and restrain American firms from competing with
the same tools is not, in my opinion, in the best interest
of the forelign commerce of the United States. This negative

14y.8. Department of Commerce, Maritime Adwinistration, MarAd Annual Report,
Washington, D. C., 1972, p. 90.
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"approach by the Department of Justice and the other par-
ties ... will seriously hamper and limit the competitive
thrust of the American merchant marine and negate the man-
date of our shipping laws for equal treatment of all flag
carriers. Such a result is especially odious when the
balance is weighed against our own merchant fleet, parti-
cularly at a time when our country is attempting to do
everything possible to alleviate trade deficits, increase
employment, and place Americsn corporations, which must
compete internationally, in a viable competitive position.”

While examining the influence of our antltrust laws on the merchant
marine, we should also examine the application of our regulatory laws. Sev-
eral administrative provisions of our subsidy programs might be contrary to
the intent of the Congress when applied in the current competitive environ-
ment. Sections 605C, 804 and 805A of the Merchant Marine Act of 1936, in
particular, inhibit management's ability to respond promptly and effectively
to forelgn competition and changing markets. Further examination of Section
28 of the Merchant Marine Act of 1920 might suggest directions in which U.S.
flag carriers and the inland carriers could develop rates and services that
would give the U.S. flag carriers an advantage in the market place.!®

15gections 605C, 804 and 805A of the Merchant Marine Act of 1936 and Section
28 of the Merchant Marine Act of 1920 are summarized as follows:

605C -~ No operating differential subsidy contract will be made
for essential service that 1s in addition to existing service, unless
the Secretary of Commerce (after hearings) finds that the existing
service is inadequate. Also no contract shall be made if the Secretary
of Commerce finds that such a contract would give undue advantage, or
be unduly prejudicial, as between citizens of the U.S. in an essential
service.

. 804 =-- Except as provided in a "grandfather clause", it shall
be unlawful for any contractor receiving operating differential sub-
sidy to operate any foreign flag vessel which competes with an essential
American~flag service.

. B805A -- Except under limited provisions, it shall be unlawful to
pay operating differential subsidy to any contractor engaged in domestic
intercoastal or coastwise gervice.

28 ~=- No common carrier subject to ICC shall collect any joint
rate to or from an overseas port by a water carrier in foreign commerce
which is lower than that charged for the same service (distance &
route) wholly within the U.S., unless the water carrier is U.S. flag.
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In Seapower magazine, September 1973, Mr. Robert A. Carl (special
assistant for transportation, Office of the Assistant Secretary of the Navy,
Installation and Logistics) presented a controversial but valid point of
view:

"I should like to see, therefore, an indepth review of
all our subsidies and a consolidation, merger, or consor-
tium formed of larger single companies and elimination
of those which provide double subsidy services in parti-
cular areas that are not capable of supporting more than
one service.... Such a realignment would also result in
more economical and an administratively more efficient
operation, insofar as government control is involved.
This approach may run counter to the provisions of the
Sherman Antitrust Act as it is now interpreted, but
Congress could amend the Act to encourage consolidation
in a field long dominated by foreign interests."

There are also questions concerning the grandfather clause in the
1970 Act (Section 804) which set conditions under which owner, operators,
‘harters, etc., of foreign ilag vessels can receive operating differential
subsidy for U.S. flag vessels engaged in the carriage of bulk cargoes. Sev-
eral of the recent construction subsidy applications submitted by U.S. citi-
zens contemplating charter of vessels for their economic life to foreigners
appear to be designed to circumvent this basic policy issue.

The focus of our attention should be on how to make our ocean trans-
port systems responsive to the needs of the user, without unduly limiting
carrier discretion. The U.S. regulatory system is not meeting this challenge.

The self-policing aspects of the conference mechanism has not worked
well, Significant overtonnaging on the major routes has encouraged noncon-
ference carriers to compete vigorously with conference carriers to the extent
that some conferences are losing membership. At the same time, the innovative
Associated North Atlantic Freight Conferences has not fulfilled its promise
as a self-policing body. The general increasing inability of the conferences
to police themselves and to respond to shippers' needs has resulted in a rise
of government intervention. For example, Canada has recently adopted a sys-
tem of merchant marine surveillance and several countries are developing their
own merchant marines as a way to protect their trades and carry a share of
their cargoes. The so-called 40-40-20 cargo sharing plan deserves careful
consideration, and not the outright rejection some advocates of traditional
forms of international trade have given it.l® "Freedom of the seas' may be
a worthy doctrine, but only if all players follow the same rules.

C. Federal Aid

The President, in his merchant marine message to the Congress on
October 23, 1969, stressed that both government and industry need to make a

187he 40-40-20 cargo sharing plan provides 407% of the cargo for the merchant
fleets for each of the two traling nations and 20% for an outside or third
flag carrier. - :




substantial effort to reverse the sharp decline in American shipping and
shipbuilding. Accordingly, he announced a new maritime program whose objec-
tive was to "replace the drift and neglect of recent years and restore this
country to a proud position in the shipping lanes of the world."

That new maritime program to upgrade the U.S. merchant marine be-
came law under the Merchant Marine Act, 1970. The announced purpose of
Congress in this new legislation was to provide for a long-range merchant
shipbuilding program, a general lessening of dependence on operating differen-
tial subsidy for the liner carriers and the build-up of our bulk commercial
carrier fleet in the foreign commerce of the United States.

The goals of this program are still to be fully realized, but it
is generally accepted that the program is working. In a recent report to
the Congress, the Secretary of Commerce stated:

"The President's program has invigorated all segments of
the maritime industry. It has instituted the largest
commercial shipbuilding program ever undertaken in this
country in peacetime. The new, highly productive ships
being built under the program will greatly enhance the
competitive position of American flag lines. Additionally,
as a result of the improved outlook for the merchant
marine, a welcomed stability in the shipping industry's
labor-management relations has been achieved."!7

The United States, like other maritime powers, has sought to pre-

serve competitive opportunities for its merchant marine with direct and
indirect subsidies, where necessary.

1. Direct U.S. Aid

Pursuant to long-term objectives in support of our merchant marine

. Operating Differential Subsidy (ODS)
. Construction Differential Subsidy (CDS)

. Capital Construction and Capital Reserve Funds
. Federal Ship Loan and Mortgage Guarantees

under Title XI
. Title XII War Risk Insurance

Operating Differential Subsidy (ODS) is a government program of
support to ship operators, which is intended generally to equalize the cost

of operation of a U.S. flag vessel with its foreign competition. This form
of aid generally covers wages, insurance and maintenance. The program has

17MarAd Annual Report, 1972, op. cit., Report of Secretary of Commerce
Peter G. Patersomn, p. iv.

41



~28=

been in existence in the same basic form since the passage of the Merchant
Marine Act of 1936. Although the method for determining labor costs was
changed under the 1970 Act with the introduction of a wage-index concept, the
overall parity principle has remained the same. 1In 1970 Congress extended
ODS to hulk operators with the proviso that the Secretary of Commerce could
pay operating differential subsidy to bulk carrlers "as he shall determine to
be necessary" to make t’ . cost of operating such vessels "competitive' with
foreign flag ships. In FY 1973, ODS expenditures totaled $226,710,926.18

In FY 1974, ODS contracts were awarded to four bulk carrier companies whose
vessels will become operational in the 1975-1979 pericd.

Construction Differential Subsidy (CDS) is also a government pro-
gram of support which has been in effect in the same basic form since the
passage of the Act of 1936. Under the new merchant marine law (1970), the
subsidy goes directly to U.S. shipbuilders. The object of the law is to
equalize costs to the purchaser of a U.S5. bullt vessel by granting to the
shipyard, under prescribed standards, direct subsidies equaling the differ-
ence in cost between building the vessel in the U.S5. shipyard and building
that same vessel in a competiti-e foreign shipyard. 1In FY 1973, contracts
were awarded that obligated the government to $342,385,220 in estimated con-
struction differential subsidy. FY 1973 expenditures for construction and
reconstruction subsidies equaled $185,877,663,1°

Capital construction and construction reserve funds are substantial
tax incentives that enable ship operators to deposit certain monies from
vessel operations into a fund where such deposits remain tax deferred so long
as they are used by the ship operator for authorized shipbuilding. In extend-
ing the privilege to shipping companies to defer payment of income taxes upon
agreement to deposit the income into a fund to replace or add new ships for
use in the U.5. flag merchant marine, the Congress declared that the use of
these programs "will do more than any other provision of this bill to build
ships in the United States shipyards to be operated under the American flag''.
As of June 1972, U.S. operators had aggregated assets of over $800,000,000
under the Capital Construction Fund Program.?

Title XI guarantees pledge the United States to the payment of the
interest on and the unpaid balance of the principal on construction loans
and/or mortgages used to finance the cost of construction of merchant vessels.
Such federal guarantees, which may extend to 87-1/2% of the actual cost of
the vessel, make financing of ship construction more attractive to lenders
who in turn present more attractive interest rates to ship operators who in-
tend to build and operate vessels under the U.S. flag. As of Fiscal 1973,

contracts in force, covering 456 vessels and 2,171 lighters.?l

18y,5. Department of Commerce, Maritime Administration, MarAd Annual Report,
Washington, D. C., 1973, p. 87. W

197b1d, pgs. 7 & 69.

20MarAd Annual Report, 1972, op. eit., p. 27.

2lMarad Annual Report, 1973, op. eit., p. 9.
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Title XI1I, War Risk Insurance, is a government program to provide
insurance and reinsurance against loss or damage by war risks whenever it
appears that such insurance adequate for the needs of the waterborne commerce
of the United States cannot be obtained on reasonable terms and conditions in
the commercial insurance market.

2, Indirect U.S. Aid

Indirect aid provided by the federal government is also substantial,
It comes in various forms including: the Jones Act, cargo preference and
market development, and manpower training.

The Jones Act is a popular name for the law that requires use of
U.S. flag vessels in domestic commerce, thereby eliminating foreign competi-
tion. More formally, it is Section 27 of the Merchant Marine Act of 1920,
and it applies to all cargoes moving between one U.S. port and another U.S.
port.

Cargo preference policies, particularly for government generated
cargoes, set aside certain cargoes for U.S. flag vessels -- either solely or
on a first-refusal basis. Market development programs, particularly through
joint government/industry promotion groups, such as the National Maritime
Council, seek expanded use of U.S. flag vessels.

Federal programs to develop maritime manpower include personnel
training, data collection, and the presentation of certain merchant marine
awards. In addition to the training program at the U.S. Merchant Marine
Academy, several state academles train personnel to man ships and otherwise
support the maritime industry.

Other general programs of indirect aid to the merchant marine in-
clude a vessel exchange program enabling shipowners to upgrade their ships,
ship sales and transfer programs facilitating the use of certain vessels from
the national defense reserve fleet; and research and development programs for
the development of new ship technology, port facilities and cargo handling
systems., In Fiscal 1973, the research and development budget of the Maritime
Administration was $29,874,922.22 The DOT, Corps of Engineers, Coast Guard
and other agencies have additional research and development programs.

D. Fﬂ;gigg:Hgfchggg_ggr;né”Aid Programs

Most world powers consider a national merchant fleet to be vital
to their economic and security interests. To insure the development of their
merchant fleets, many governments have developed substantial programs, in-
cluding a variety of subsidies.

According to studies made by the Maritime Administration, the costs
of developing and operating a merchant fleet vary tremendously from country

221pid, p. 95.
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a disadvantage in another area. As a result, almost all of the nations in-
cluded in the survey made by the Maritime Administration provide some direct
and/or indirect aids to their merchant fleets as well as to their shipbuilding
industries. Although their forms vary, such governmental aid includes:

. Operating subsidies

. Construction subsidies

. 1rade-in allowances

. Official low interest loans

Interest subsidies

Official loan guarantees

Accelerated depreciation

Tax deferred reserve funds

Duty free imports of materials needed
for ship construction

. Cargo preference schemes
. Cabotage restrictions. (Restricting trade in

coastal waters or between two points within
a country to ships flying that country's
flag.)

In addition to these direct and indirect aids, many nations offer

. Schools for the training of merchant seamen

. Hospital and medical care for merchant seamen

. Social security family payments to seamen in
addition to stated holiday and vacation
payments

. Laws requiring the construction of national
flag ships only in domestic shipyards for
operation in a nation's foreign and domestic
trades

. Laws specifying that materials and component

parts for the construction of ships and

their maintenance and repair as well as for
food, stores and supplies be purchased domes-
tically

Based on available information of nations that have merchant fleets,
fifty-three were included in the survey made by the Maritime Administration.
Excluded were those countries: (1) whose fleet total is less than 50,000
gross tons, (2) whose maritime industries are controlled by centrally planned
economies, such as the Warsaw Pact nations, the Peoples Republic of China,
Albania, Cuba, North Korea and Yugoslavia, and (3) about whose merchant fleet
little was known concerning their policies of direct and indirect assistance.

23y.s. Department of Commerce, Maritime Administration, Maritime Subsidies,

U.S. Government Printing Office, Washington, D. C., 1971.
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Direct and indirect aid programs sponsored by the various maritime
powers are extremely difficult to quantify; however, one dominant theme seems
apparent. Each maritime power seems to play follow the leader, or more prop-
erly, "catch-up", within its own economic means. The question of who has the
most generous or the most effective program is difficult if not impossible
to establish. Maritime subsidy programs seem to be defensive, and the best
any nation can achieve is probably a balance that protects the competitive-
ness of its fleet at a reasonable public cost.

E. Conclusions

After considering the influence of government on the growth of the
U.S. merchant marine, the Panel developed conclusions in seven major areas:

1. Tnte:dependenggwand Independence

There are many issues concerning government policy toward the mari-
time industry that often involve one sector of the industry seeking a posi-
tion at the expense of another. It might prove useful to examine some of these
issues more closely to determine the probable effect on the Nation of alterna-
tive government policies. For instance, U.S. flag ships must be U.S. built
or undergo a probationary period before they are eligible for all of the
benefits of U.S. registry. What would be the potential advantages and dis-
advantages of legislative action to permit any ship that meets USCG specifi-
cation to be placed under U.S. flag at anytime?

CDS eligibility is another important issue. CDS is currently
available only through U.S. flag carrier application. What would be the
potential advantages and disadvantages of legislative action to provide CDS
directly to any U.S. shipyard building any vessel for use in any foreign
trade, with or without the proviso that the ship be registered in the United
States?

The relationship between ports and operators needs reexamination.
Port facility investments, developed independently by each port with varying
regard for regional requirements,, lead to political, regulatory and legis-
lative pressures on U.S. flag operators to make multi-port calls on routes
that could be served more economically with ome port call. What would be the

potential advantages and disadvantages
flag operators from any requirement to
calls?

of legislative action to free U.S.
serve a particular port with direct

Restrictions

2. Antitrust and Regulatory

The roles of U.S. regulatory
nificant realignment in today's modern
tation industries. For instance, some
and, in some cases, encouraged to form

and antitrust agencles may merit sig-
and highly interdependent transpor-
foreign flag operators are permitted,
consortia, and to allocate markets and

revenues, while U.S. flag operators must obtain time-consuming FMC and DOJ

approval for a severely limited number
cases as well).

of such actions (often involving court

What would be the advantages and disadvantages of legislative

action to exempt regulated ocean carriers from specific provisions of the

antitrust laws?
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Equally important is the necessity for U.S. ocean carriers to work
clocely with inland transportation modes. Separate, and sometimes conflict-
ing, regulatory policies and procedures limit the extent to which U.5. flag
operators can join with domestic land carriers to offer single-factor (through)
rates, through services and coordinated ship and rail or truck operations.

What administrative changes could the FMC and ICC institute without special
legislation to improve the ability of U.S. flag carriers to develop preferred
intermodal services?

3. Preferential Cargoes

Government policies on preferential cargoes are currently being de-
bated in both the legislative and executive branches of government. The use
of tax incentives, subsidies, quotas and other methods of government control
are widespread throughout the U.S. economy, yet the amount of government-
supported cargo that is required to be moved on U.S. flag ships 1s currently
relatively small (military and AID cargoes only). What would be the impact
on the U.S5. merchant marine and on the national economy if the government re-
quired all oxr a significant portion of cargoes that recelve specific govern-
ment support to be carried on U.S. flag ships?

4. U.S. Flag Capacity

The primary objective of federal direct aid programs 1s to increase
the overall capacity of the U.S. merchant fleet to enable it to carry a more
significant portion of U.S. imports and exports. There are perhaps other
means of increasing that capacity. For instance, U.S. owned, foreign flag
non-liner ships constitute a significant fraction of the world's non-liner
capacity, while U.S. flag non-liner ships are an insignificant fraction. An
objective evaluation of the relative benefits to the economy of U.S5. owned
foreign flag ships might prove useful. It might also be meaningful to attempt
to determine the cost, international ramifications, and possible benefits to
the economy of bringing those ships under U.S. flag registry.

The 1970 Act, the devaluation of the U.5. dollar, the higher rates
of inflation in many maritime countries, the reduced manning differentials
between U.S. and foreign ships, the favorable U.S. capital market and other
factors may be narrowing the cost gap between U.S. flag and foreign flag ships.
Some evaluation might be attempted to determine what levels must be reached
before the gap becomes insignificant, and what U.S. government policies and
actions can help narrow the gap faster.

The ODS program has shown great durability over the years and at the
gsame time, as shown in the Act of 1970, a considerable degree of flexibility.
The ODS program should remain dynamic with the continued objective of attract-
ing more capacity. Various alternatives should be evaluated periodically.

ODS was established when variable costs accounted for up to ~5 percent of
total ship operating costs. Now, variable costs account for about 25 percent
of tatal ship operating eosts. What wguld be the consequences o0 of an DDS pﬂlicy

zation achieved insteaﬂ af vayages saiied?
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0DS was established when maritime technology and competition were
relatively static, and most ships in the liner trades were interchangeable.
Now rapidly changing technology and competition make it risky to commit a liner
fleet to a given service for a long period, particularly with a time~consuming
procedure for change. What would be the consequences of an ODS policy that
permitted subsidized operators greater latitude in changing ports of call and

ODS was established when liner trade represented a more significant
segment of U.S. foreign trade than is now the case. What would be the con-
sequences of an ODS policy that offered subsidy to all U.S. flag carriers,
regardless of type of service, fleet mix or owner/operator relationship?

6. Bilateral Agreements

A question of both national and international concern centers on
the appropriate role of cargo sharing and bilateral trade agreements in U.S.
maritime trade policies. Bilateralism, or direct agreements negotiated and
concluded between nations for the reservation of cargoes, is growing in popu-
larity and importance in the international maritime community. Further devel-
opment of bilateralism in the next two or three decades could have a major
impact on the size and mix of national merchant marine fleets by structuring
the opportunities available for maritime services on the principal trade
routes.

Whether a policy of bilateralism is ultimately adopted by the U.S.
or not, there should be an awareness of the implications that such a policy
would have for the U.S. merchant marine and other related or impacted indus-
tries. The necessary light could be shed by a study of the implications of
bilateral trade by assuming, in effect, that a bilateral trade policy had been
adopted earlier and has been pursued over the past ten years. This retro-
spective view of the workings of a bilateral trade policy has the advantage of
narrowing the range of conjecture in assessing the consequences of past and
current policies. The results of current policies are known, or generally
ascertainable, and only the results of assumed bilateral policies will have
to be estimated in making the assessment. If both the results of current
policies and bilateral policies were examined in a future setting, then the
uncertainties of estimation are substantially increased. As a study device,
the retrospective view will make it possible to arrive at more definitive
judements with respect to the effects of bilateralism or such diverse consider-
ations as U.S. cargo flows, maritime fleets, shipbuilding, port development,
and the volume and viability of maritime support facilities and services.

This evaluation would be helpful in determining a desirable and effective U.S.
response to spreading bilateralism -~ a policy which has prevailed in inter-
national aviation agreements.

7. Gperatianglrgle;ihili;y

The Shipping Act of 1916 contains statutory restrictions on the
operation of vessels in international trade to insure satisfaction of national
standards concerning antitrust and discrimination as between shippers, ports
and localities.
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Many studies have been undertaken, including one by the Maritime
Transportation Pesearch Board concerning legal impediments to intermodal trans-
portation, that identify the difficulties experienced by operators in modal
and intermodal transportation in their efforts to improve efficiency and econ-
omy within the present regulatory structure. All such studies have suggested
particular remedies to reduce these legal impediments in international trade.
Few if any have attempted to estimate the effect of such changes on efficiency
or economy of operations, movement to or from consortia, etc., and therefore
do not make a substantial contribution to the end judgment of whether or not

relief from a particular legal impediment would help attain national maritime
objectives.

A study should be conducted on national shipping policies under the
Shipping Act of 1916. The study should proceed on the assumption that a
common carrier operation should not be limited in the type, amount or location
of cargo it should carry. The study should not argue for or agaimst carrier
flexibility, rather it should concentrate on the probable effect on the na-
tional fleet in terms of size, composition and deployment with particular
emphasis on the relationship between large and small carriers and with respect
to trade movements in the origin and destination areas.
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CHAPTER 5

MANAGEMENT FACTORS

A. Introduction

It is the entrepreneur who perceives the need and creates the product
or service. Innovation and the avenues of implementation are the province of
management. Merchant marine management factors treated in this chapter include
organization, personnel, investment, operations, marketing and business align~
ments.

B. Organization

The organization of management in the ocean transportation industry
varies from company to company. In some cases, as many as 13 individuals may
report to the chief executive officer, while in others the number may be as
few as 1 or 2. 1In some casesg, area managers report directly to chief execu-
tive officers, while in others they report to functional vice presidents.

The organization of shipping companies has changed considerably in
recent years. Many American flag shipping companies now employ the complex
functional departments and divisions common to other industrial organizations,
instead of the earlier organizational structure which generally consisted of
vice presidents or departmental managers in charge of traffic, operationms,
and finance. Highly differentiated specialities such as research and develop-
ment, marketing, labor relations, civil rights, finance, maintenance and re-
pair, and government liaison must be recognized and integrated into the total
corporation. In many cases, new skills are required from outside the original
organization.

Coincident with these changes, many companies became involved in
mergers and diversifications that resulted in still greater change and dis-
location in the management structure. While some companies continue to
maintain a dominant pogsition in their new corporate structure, others became
a small segment or division of a far-reaching industrial conglomerate.

Although there is no real evidence that ocean transportation com-
panies suffer from inefficient forms of organization, it might be expected that
problems in management organization have developed as a result of rapidly
changing technology and business conditions in the industry. Improvement in.
organization, such as closer integration between sales and operations, might
enhance efficiency and significantly improve management's capacity for ex-
pansion and growth.

C. Personnel

In the early development of the American flag merchant marine, top
management generally consisted of the founding families and their closest




associates from other fields of endeavor. In some cases, outsiders lending
financial support became a part of the management team. During the decade

of the 1960's, as the old, war-built, break-bulk ships began to reach the end
of thelr useful lives, it became apparent that there was a need not only for
more sophisticated ships but also for more aggressive and imaginative manage-
ment. Expertise in finance, naval architecture and labor relations became
necessary to management teams along with skills in advertising, public re-
lations, sales, marketing, terminal operatioms, economics and political science.

At the outset of the study, the Panel knew very little about the
individuals who manage our merchant marine, Therefore, a questionnaire was
directed to the presidents of the U.S. flag lines to try to determine the
educational background and professional skills of shoreside managers. The
results of this questionnalre are shown in Table 5.

Table 5 shows that management of the merchant marine relies heavily
on operating personnel to fill its ranks. Over 20% of the managers have
attended a maritime academy. Forty-six percent of the top officers responding
sailed as licensed officers. Although experience as a licensed officer ranked
high in the past as a pre-requisite to attaining managerial rank, Table 5 in-
dicates that business skills are now seen as the most important ingredient.

Although management is and has in the past been considered a positive
influence on the growth of the merchant marine, management competence, exper-
tise particularly in the area of business skills, should be further developed
and exploited as a means of enhancing growth.

There is some evidence that salary ceilings imposed under the Mer-
chant Marine Act of 1936 and subsequently rescinded may have held management
salaries artificially low throughout the industry. If so, changes may be
required to attract and hold a caliber of management comparable to other in-
dustries. For instance, during the 1971 Fiscal Year, eight out of ten presi-
dents of large U.S. corporations made $100,000 or more, including salary and
bonuses. In all industries, only 0.3%Z of the presidents made less than
$50,000 per yeafgzu There is some evidence that U.S. flag company presidents
fall into the lower scale of this distribution.23

D. Investment Decisions

Since shortly after the end of World War II, the industry has been
contemplating the eventual block obsolescence of its cheap, war-built, break-
bulk fleet., It was not totally prepared, however, to deal with the high costs
of specialized ships or the considerable complexity and sophistication involved
in modern financing. In some cases, the cost of the ship was only a small
part of the replacement cost. Barges, containers, cranes and other shoreside
equipment added significantly to the financial burden. ''Debt servicing"
became a highly important part of the day-to-day as well as the long-range
decision-making responsibilities.

2%geidrick and Struggles, Inc., Profile of a President, Findings of a Study
_of the Presidents of America's Largest Companies, Chicago, 1972.
251nterstate Commerce Commission Schedules 5008, period 1/1/72-12/3/72.
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TABLE 5

RESULTS OF QUESTIONNATRE ON MERCHANT MARINE MAN.'GEMENT

Average number of individuals in management-level positions
ashore per company 30
Average age of individuals in management-level positions 48

Percentage of managers with college degrees 617
Percentage with graduate degrees 127
Percentage attended Kings Point 127
Percentage attended other maritime academies 10%
Percentage sailed in licensed capacity 29%
Percentage of top six officers who were promoted from within 90%.
Percentage of top six officers who sailed as licensed officers 467

Skills most likely to reach management levels ranked in order of importance.
1. Business Administration Graduate
2. Marketing Specialist
3. Licensed Officer
4. Accountant
5., Engineer
6. Lawyer

Matters requiring the most executive time and attention.
Currentl Ideally
1. Operations 1. Operations
2. Finance 2. Marketing
3. Marketing 3. Finance
4. Government activity 4, Other
5. Other 5. Government activity

Severe constraints to growth in order of importance.
1. Union attitudes 5. Stockholder/parent company
2. Labor competence attitudes
3. Government regulations 6. Competition
4, Capital requirements 7. Management competence available

Positive considerations for growth in order of importance.
1. Union attitudes 5. Prospects for reserve cargoes
2. Management competence 6. Other government support
3. Labor competence 7. Revaluation of dollar
4. O0DS/CDS 8. Cabotage

Source: Questionnaires administered by the Maritime Transportation Research
Board, January 1974. All major U.S. operators queried. 5ix ques-
tionnaires were returned. :
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Many of the subsidized lines had accumulated subgtantial replacement
funds through the years since World War II by the use of tax-deferred capital
construction fund deposits; others were not so fortunate. In either case, the
financial problems involved in such a massive replacement program required a
combination of legal, financial, investment and government expertise.

A number of governmental alds, provided through legislative action,
played a significant role in attracting the capital necessary to effect the
replacement program. These aids which were treated in depth in subchapter B
are:

(1) The 1936 Act which permitted, and in some cases required,
tax-deferred reserve fund deposits of depreciation, earn-
ings, and other specified monies.

(2) Construction subsidies which made it possible to build
ships in U.S. yards at prices comparable to those in
low-cost foreign yards.

(3) Operating subsidies which were designed to equal American
costs, primarily in the category of crew wages, subsis-
tence, maintenance and repairs and insurance, with the
operators predominant foreign flag competitors in each
of the various trade routes.

(4) Title XI mortguge guarantees which made it possible
for American flag owners to borrow money at or near
the going rate on government borrowings.

At present, the greatest demand for financial aid is in the construc-
tion of tankers. Shipowners have found the financial aids provided for bulk
carriers in tke Act of 1970 to be attractive, particularly for vessels intended
to trade between foreign and U.S. ports. There appear to be few incentives
to build American vessels intended to trade primarily between foreign ports.
Foreign built ships registered in countries offering tax advantages and cheap
crews seem to be in demand by shipowners.

Table 6 shows a cash flow comparison used by a U.S. company in making
an investment decision on whether or not to build and operate a foreign flag
ship. This analysis is supported by Tables 7 and 8 and Figure 3. These cal-
culations, which were validated by two other companies in similar investment
positions, provide the rationalization for foreign construction and operation
of vessels by U.S. companies. They also tend to confirm the continued require-
ment for subsidy support for U.S. flag operators.

Table 9 was prepared by an investment firm using somewhat different
assumptions than those used in Tables 7 and 8. Table 9 demonstrates the
advantage provided to U.S. owners by the CDS and leveraged financing. The
financial advantages facilitated by Title XI guarantees, investment tax cred-
1ts and accelerated depreciation are treated{in the footnotes to Table 9.

Perhaps the most salient point that can be made in comparing these
two sets of pro-forma financial data is that under certain conditions there




TABLE 6

U.S. AND FOREIGN FLAG VESSELS

ANNUAL CASH FLOW REQUIREMENTS

(Basis: 1974 Data)
(000's Omitted)

70,000 DWT TANKEK

120,000 DWT TANKER

American Foreign Aperican Foreign
Construction Cost (a) ~ § 27,300 % $ 18,200 # 5 42,600 $ 26,150
Annual Operating Costs (b) 2,940 1,573 3,639 1,902
Anniual Cash Flew Requirements
(First 6 Years)
Loan Amortization Basis
Mortgage Terms = Note (c) .
Required Owner Revenue (e) ___ 1,649 _ 3,803 5,106
Less: Operating Costs - 2,940 - 1,573 1,902
Interest (Average) 614 '410 588
Depreciation (20 years) 1,365 910 1,308
Profit Before Taxes 2,730 910 1,308
Taxes (U.5. @ 50%) 1,365 = =
Profit Afrer Taxes 1,365 910 1,308
Add: Depreciation 1,365 910 __ 1,308
) Cagh Generation : 2,730 1,820 2,616
Less: Loan Retirement 2,730 1,820 _ 2,616
Cash Generatlon ] 0 $ 0 s 1] ] 0
Notes: )
{a) Comstruction Cost/IMT $ 390 3 260 ] 355 C 9 217.9
(b) Annual Operating Costs included
Manning, Maintenance, Stores,
Ingurance and Management
{c) Mortgage Terms 7 . )
X Construction Cost - 60% 60% - 60X  60%
Amount $16,380 $10,920 $25,560 $15,690
Tern 6 years 6 years 6 yesrs 6 years
Interest Rate 7=1/2% 7-1/2% 7-1/2% 7-1/2%
Annual Paywment $ 2,730 ] 1,829 $ 4,260 § 2,616
(d) Equity 10,920 7,280 17,040 10, "460
(e) Equiv. Required Charter Rate o -
011 Revenue: Sumaira/L.A. $19.65 $12.37 515.69 $ 9.28

Charter Revenue~Voyage Costa=
Owner Revenue

Voyage Costs: American and
Foreign Flag Assumed Equal

*Tyo companies asked to validate the data suggested that construction costs
were understated. It is recognized that inflationary pressures have forced
construction costs somewhat higher.

A major U.S5. company operating foreign flag veasela, 3/18/74.
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TABLE 7

PROJECTED U.S. AND FOREIGN FLAG
~ OPERATING COSTS
A

Flag American Foreign
DWT and Type of Vessel 70,000 Tanker 70,000 Tanker

Crew Costs $1,218,500 $ 561,900
Subsistence 59,100 55,800
Stores, Supplies & Equipment 156,000 156,000
Maintenance and Repairs* 500,000 237,000
Insurance:¥*

Hull & Machinery @ 2-1/27% Hull

Yalue 682,500 450,000

War Risk @ 20¢/$100 Hull Value 54,600 7 36,400

P&I @ $5.00/GRT 178,000 @ 85¢/GRT 30,260

Tovalop 3¢/GRT 1,068 1,068

Uninsured Loss 50,000 25,000
General Operating Expense ____40,000 20,000
Total Annual Cost $2,939,768 $1,573,428
Grogs Tonnage 35,600 T 35,600 T
Hull Value (000) $ 27,300 $ 18,200

*One company asked to validate this table suggested that insurance costs for . N :
U.S. operations were considerably overstated and that gemeral operating costs .. .::
were understated and should be constant for both U.S. and foreign. C

Source: A major U.S. company operating foreign flag vessels, 3/18/7&; o
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TABLE 8

PROJECTED U.S. AND FOREIGN FLAG
- OBERATING COSTS
— 1977

Flag Ameri can Foreign
DWT and Type of Vessel 320,000 Tanker 120,000 Tankex

Crew Costs $1,218,500 $§ 561,900
Subsistence {@4, 50) 59,100 (@4.25) 55,800
Stores, Supplies & Equipment 156 ,000 156,000
Maintenance and Repairs 640,000 320,000
Insurance:

Hull & Machinery @ 2-~1/27% Hull

Value 1,065,000 653,700

War Risk @ 20¢/5100 Hull Value 85,200 52,300

P&I @ $5.00/GRT 323,000 @85¢/GRT 54,900

Tovalop 3¢/GRT 1,900 1,900

Uninsured Loss 50,000 25,000
General Operating Expense __40,00C 20,000
Total Annual Cost $3,638,700 $1,901,500
Gross Tonnage 64,600 T 64,600

Hull Value (000) $ 42,600 $ 26,100

(o]

Source: A major U.S. company operating foreign flag vessels, 3/18/74.
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TABLE 9

89,700 DEADVEIGHT TON TANKER
T (1978 Delivery)
Comparative Total Cagh Cost Per Year

(Estimated)
Case 1 Case 2
Foreign Flag and Fzreign Construction U.S. Flag and U.5. Construction
(Permanent Financing With Ownership (Leveraged Permanent Financing With
in S ponsor) Ownership in Financial Institution)
525,778,563 Shipyard Cost 338178?,563
[V Construction Differ= IBEODS!GD,

ential Subsidy at 33.66%
$25,778,563 Shipyard Cost (Net of CDS) $25,778,563

Estimated Additional Costs
(Assumed to be 25% of Shipyard

444,641 _Cost) - Netof CDS* §_6,444,641
$32,223, 204 Cost for Financing Purposes $32,223,204
_70% Percent Financed __100%
522,556,242 Amount Financed 332 223 204
7 Years Term 25 Years
B% Interest Rate of Financing 6% (effective)**
$ 4,332,377 Annual Loan Amortization § 2,513,410%+*
$_1,700,000 Estimated Operating Cost § 2,650,000%+*+
$ 6,032,377 Total Cash Cost/Year $ 5,163,410

*These additional costs, estimated at 25 percent of shipyard cost (net of CDS), may
include items such as (3) non-shipyard costs of outfitting and preparing the Vessel
for service including items such as Inspection fees, stores and equipment, (b)
interest and fees for guarantees of the interim financing prior to the delivery of the
Vessel, (c) fees and disbursements of counsel for the Owners, the purchasers of the
Bonds , the Charterer, the interim lender and the Trustees, (d) the cost of documenting
the Vessel and (e) commitment fees of the equity, if any, printing costs, if any,
recording fees and other miscellaneous expenses of the transaction.

**This effective interest rate is the rate needed to present value the bareboat charter
charter hire payments dua, back to the vessel cost. It reflects 7% investment tax
credit, 14.5 years asset depreciation range, an assumed interest cost of 9.00% for
U .§. government guaranteed Title X1 debt equal to 70% of vessel cost and a time
charterer with top credit rating.

«##This amount represents approximately a 3.90 percent semi~annual in arrears bare-
boat charter hire payment.
=+ +*Eatimated annual operating cost in yesr of delivery. No ODS assumed.
Source: Coolidge, Nicholas J., Kidder, Peabody & Co., October 17, 1974.
' -3 > RETEIT ' S




may be advantages to building U.S. Obviously, U.S. companies traditionally
involved in foreign flag ownership are watching changing conditions with
active interest.

The industry broadly has supported cross trading, particularly for
bulk and tanker vessels, which now, under the Act of 1970, are eligible for
construction and operating subsidies. It would be more attractive to poten-
tial investoxrs if these vessels were permitted, just as are the vessels of
other maritime nations, to trade entirely between third countries if such trade
develops earnings which cannot otherwise be obtained when the vessels are re-
stricted to trading into U.S. ports once a voyage.

The private sector should be encouraged to seek opportunities that
will make buying American built ships competitive and not rely on the govern-
ment to provide incentives to increase growth.

E. Operations

The introduction of the new specialized types of ships not only are
costly in themselves but require expensive ancillary equipment or gervice
installations. In addition, they require new specialized management skills
and talents.

Economic analysts must be constantly alert not only to present cargo
movements but to trends developing that may affect or change the pattern of
cargo movements in the short- or long-term future.

Experts in the field of political prognostication are also a neces-
sary part of management to provide answers to a number of questioms. What
are the trends that are developing in the governmental structures at home and
abroad? How will protectionism and bilateralism affect the traffic trend?
What will be the effect of the fluctuations of the U.S. dollar as related to
foreign currencies? What will be the shipping requirements of the military
over the coming years? Where will civilian unrest or warfare erupt? Where
will governments fall or change? What will be the result of the "lesser
developed nations' demands for a more dominant voice in shipping practices
affecting their own area of interest? All of these are current and long-range
problems requiring management attention.

More important than ever are cost information systems. With infla-
tionary trends, both at home and abroad, management must have up~to-the-
minute and accurate information about cost factors and changing trends, not
only for proper rate-making but for operational decision making.

A survey of ship operating companies ghows that most companies are
using computer based information gystems of some type for container location
and identification, off-shore personnel data, off-shore payrolls, cost
accounting, and inward/outward freight documentation and shipboard invento-
ries. Few companies have developed systems for market forecasting, ship
scheduling or maintenance and repair.

Although there have been several attempts to introduce government
sponsored information systems into the industry, the latest being the
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Shipping Operations Information System, acceptance has not been overwhelming.
The lack of sophisticated information systems has held the merchant marine
industry behind other industries in the quality and quantity of information
used in making daily or long-range operating decisions.

New highly technical ships require and use many modern devices de-
gigned to improve the efficiency and safety of the ships, their officers and
crew and at the same time protect the environmental rights of others. Many
new features and techniques have been added in recent years: automated or
semi~automated engine room contrel, radar, anti-collision radar, ship-to-shore
telephone communication, quick-opening hatches, computerized stowage, refrig-
erated cargo facilities, liquid cargo capability, etc.

In addition to dramatic changes in shoreslde management, shipboard
officers and crew members have also been improved and upgraded. The merchant
marine schools such as the federally sponsored Kings Point Academy and the
several state academies have produced an abundant pool of well-educated,
technically oriented and experienced officers. A number of union sponsored
training schools have similarly dane much to upgrade the skills and talents
of unlicensed personnel.

Environmental regulations and the energy crisis are the latest, and
possibly most serious, problems to beset shipping management in recent years
and, to some extent, are interrelated.

Anti-pollution and environmentalist groups have been moderately
successful in their efforts to enact legislation directed toward the protec-
tion of the atmosphere and waterways. Some of these laws require substantial
changes in the operational practices of commercial users of waterways that
will substantially increase operating and construction costs. For example,
the state of Washington recently enacted legislation (signed May 29, 1975)
requiring pilots, construction features and other precautions for vessels
entering the Puget Sound.

The energy crisis likewise presents a serious problem to the shipping
industry. The shortage of fuei, coupled with the rapidly escalating cost of
the available supply, will tax the ingenuity of managers to cope with the
problem.

Schedules must be arranged to eliminate unnecessary port calls or
steaming time; speed must be reduced for the most efficient use of fuel sup-
plies. It may even be necessary to curtail sailings or coordinate sailings
with competitor's lines. Management must be constantly alert to see that
freight rates are adjusted to cover the sizable and frequent increases in the
cost of fuel.

F. Industry Alignments

Merchant marine management has formed a number of industry align-
ments for a variety of purposes including labor megotiating, rate making,
pooling, and legislative lobbying. Table 10 provides a sampling of typical
industry organizations, their purpose, and membership.
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In general, the role these organizations play in the growth of the
merchant marine is minimal. The one exception is in the broad area of steam-
ship conferences and pooling arrangements. Closely allied with this problem
are the activities of UNCTAD, the United Nations Conference on Trade and
Development. Although not a management organization per se, its influence
may have a far-reaching effect on pooling and conference practices.

The liner conference system, which has been in existence for nearly
100 years, consists of informal associations of liner companies servicing
common trades. They act together to set a uniform rate structure, coordinate
sailing schedules and police trade practices. Some 380 conferences are now
in operation in world trade. They dominate most of the major ocean liner trade
routes and in turn are dominated by the traditional maritime nations.

Steamship conferences vere exempted from antitrust action in the
United States by the Shipping Act of 1916 and subsequent legislation,

Pooling and sailing agreements are basically arrangements for sta-
Pooling and sailinérégraements are legal under the 1916 Shipping Act provided
the agreements are filed before the appropriate regulatory agency.

Conferences and pooling arrangements have been controversial since
their inception. By and large U.S. regulatory agencles have little control
over the conferences because of their lack of jurisdiction over foreign opera-
tors. In December 1973, a major U.S. operator announced its Intenilon Lo
withdraw from conferences involving the Taiwan and Hong Kong trade. The
disagreement, which was later resolved, was based on dissatisfaction with rate
levels and rebate policing in the conference in the face of stiff non-
conference competition.

The whole area of conference and pooling arrangements should be
restudied to anticipate thelr role and influence in a changing merchant marine.

G. Marketing

Marketing considerations are covered in depth in Chapter 7.
H. Conclusions

After considering the role of management in determining the growth
of the merchant marine, the Panel developed conclusions in five areas.

1. Organization -

The succesgs of any organization is dependent in part on how easily
its executives communicate and how efficiently and correctly its daily busi-
ness functions and future planning activities are accomplished. The key to
this success is dependent to a great extent on the organization and how the
various diverse functions are integrated into the total activity.

The merchant marine is subject to a high rate of technological and
market change. Some highly profitable companies have experienced drastic
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and immediate financial setbacks coincident with market changes and/or intro-
duction of new technology. On the other hand, some companies with formerly

poor profit records have enjoyed almost instant success under new management

philosophies. In recent years, management has been required to shift rapidly
from crisis to crisis. During some periods, the major concerns have been with
labor; during other periods, marketing, finance, or perhaps engineering have
consumed the largest share of management time and attention. An organization
must be flexible and capable of anticipating its future problems. It is pos-
sible to generalize that management in the merchant marine industry has moved
from a relatively stable business environment to a more dynamic environment

subject to rapid change.

Some authorities contend that industries faced with rapid rates of
technological and market change produce different demands on an organization
than do more stable industries. They further suggest each industry should
organize according to the specific demands of its enviroument.2®

A study to identify the organizational characteristics required from
management in the modern ocean transportation industry might be uzeful in
helping to develop effective maritime management organizations.

2. Personnel and Mansgement Skills

The personnel and skiils necessary to operate a modern merchant ma-
rine are changing. However, questions remain as to what types of skills are
needed and where these skills can best he found.

The merchant marine academy graduate has played. a vital role in both
the operation and management of the merchant marine (currently providing
approximately 20% of the industry's shoreside managers). There are questions,
however, about the future role of merchant marine academies and whether they
should provide training in both operating and company management skills, or
concentrate on operating skills alone. For example, one steamship company
president in response to a panel questionnaire made the following observation:

"Heretofore the management personnel of many steamship
companies was promoted from its ample supply of operating
pecple. Most commonly promoted were Deck Officera, Pursers,
Stevedore Superintendents and Supercargoes. This source of
supply has virtually disappeared because: (1) due to mech-
anization and automation the number of jobs in those cate-
gories has materially decreased; and (2) the union pay scales
and generous fringe benefits have made management jobs, with
their related pressures, unattractive, Jobs ashore (uptown)
will have to be made more attractive. It is difficult to
persuade a ship's Master who earns an annual salary of
540,000 and receives five months paid vacation each year to
come ashore and work as a Port Captain earning $25,000 per

26Lawrem:e, Paul R., and Lorsch, J.W., Organization and Environment, Managing
Differentiation and Integration, Harvard Business School, Boston, MA.
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"annum, entitled to four weeks of paid vacation and
subjected to the daily pressures of a management posi-
tion. Lastly, today the art of managing is more complex.

A higher level of education is required, an understanding
of finance and law is required and a high level skill in
human relations is a must. Licensed 'school-ship' officers
could, of course, meet some and develop the balance of
these requirements."

It is also apparent from the questionnaire t! it company presidents
are seeking business school graduates for top level pos.tions.

Because of the growing sophistication and increasing complexity of
ship operations, it is becoming apparent that maritime academies must concen-
trate and specialize in the mechanical, navigational and environmental pro-
tection skills that will be required of the coming generation of merchant
marine officers. The equally challenging business management courses may be
difficult to mix successfully in the same four-year curriculum. The merchant
marine academies are presently providing skilled men for vessel operations.
The types of high caliber officers they provide should be motivated to remain
at cea where their skills are sorely needed, and not encouraged to eventually
move into shoreside management positions.

At the same time, the industry should be able to turn to major U.S.
husiness colleges for managerial talent. Few business administration schools
provide courses in ocean carrier management and in fact interviews with pro-
fessors of transportation show little appreciation of ocean transportation.
This deprives the industry of the exposure to the most modern techniques of
business management and results in a slow response to changing business condi-
tions, attitudes and techniques.

3. Investment Decisions

Investment decisions critical to the growth of the U.S. merchant
marine appear to fall into three categories: (a) liner operators, (b) tanker
operators, and (c¢) dry bulk operators.

(a) Liner Operators

Liner operators during 1974 experienced unprecedented improvements
in their load factors outbound creating, in many cases, undercapacity situa-
tions. At the same time, with U.S. shipyards running at near capacity, there
are very few liner type vessels on order or being considered for CDS5. The
short-term outlook for liner trades, as explained in Chapter 3, is favorable.
What steps can be taken to attract liner operators to increase their invest-
ments in equipment and how can the lag time be reduced to take advantage of

(b) Tanker Operatotis

Many tanker operators have recognized the advantages of U.S. CD5,
ODS and other, aid programs. These advantages (see Table 9) together with
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political considerations concerning the transport of petroleum products have
created numerous applications for construction subsidy. As a resulc, U.S.
shipyards are heavily booked with tanker orders. What steps can be taken to
attract traditionally foreign flag operators under the U.S. flag? Can aid
programs and other policy decisions (other than ODS and CDS) be made to either
bring existing tonnage under the U.S. flag or to encourage future investment
in U.S. rather than foreign flag built and registered vessels?

(e) Dry Bulk Operators

The United States seems destined to be a major exporter of agri-
cultural products and cosl and a major importer of ores and raw materials.
These commodities will move basically in specialized dry bulk ships. Chapter
3 forecasts favorable worldwide demand for bulk carriers in the years ahead.
At present, however, the <:iisting and contemplated U.S. dry bulk fleet ig
small and diminishing. What steps must be taken to encourage U.S5. operators
to invest in dry bullk tonnage?

4. Management Information Systems

In general, Maritime Administration efforts to upgrade management
information systems have been successful in demonstrating for ocean transpor-
tation managers the need for, and mechanics of, such systems. The number of
systems currently in use has increased markedly in recent years. However,
some operators are reluctant to participate in government sponsored systems
that require industry sharing of data or input directly to a government data
base.

Government seed money in the MarAd management information systems
has been well spent. Perhaps it is now time te shift to the private sector
and encourage private systems to be developed either individually or through
private service organizations.

5. Steamship Conferences

Steamship conferences, cargo sharing ard sailing agreements have been
credited with creating a healthy industry on the one hand and charged with
sustaining high and discriminatory ocean freight rates on the other. There
is and has been a great deal of controversy over the conference system since
its introduction in the United States as a legal entity in 1916.

The significant factors concerning govermment and private policy
toward steamship conferences are these:

. An investigation by the House Committee on the Merchant
Marine and Fisheries in 1912 concluded that excluding
U.S. operators would ".,.place American exporters at a
disadvantage in many markets compared to their foreign

competitors".2”
27McDowell and Gibbs, Ocean Transportation, McGraw Hill, New York, NY, 1954,
p. 391.
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A Northwestern University Transportation Study completed
in 1961 concluded that the conference system sustained
high ocean freight rates, stabilized rates in the face of
changing demand and supply, and reduced the free flow of
capacity between markets, therefore, impairing optimal
fluctuation in rates and capacity. The study suggested
that U.S. companies should operate outside the conference

system.28

Recent warnings from the Federal Maritime Commission con-
cerning conference rebate practices and recent threatened
withdrawals of U.S. lines from Pacific Coast conferences
indicate a growing disenchantment with the workings of the
conference system in the United States.

Some authorities see a deterioration of the conference
system due to government sponsorship of national flag lines,
container service, large iadependent consortia and private
fleet proliferation.*”

The large U.S. reserve fleet that tended to insure against
inflated worldwide ocean freight rates is now disgsipated.

. The make-up of the United States Merchant Marine is chang-
ing and has changed markedly in the last ten years. The
subsidized fleet is no longer exclusively linmer oriented.
Some of the new ships being built under government subsidy
will operate outside the conference system.

The International Code of Conference Practices for liner
conferences currently under negotiation by the United
Nations will have a significant impact on U.S. linex
operators even if 1t is not ratified by the U.S.

It is apparent that new concepts ch conferences and cargo sharing
arrangements must be advanced and tested against the changing nature of
U.S./foreign trade and the changing make-up and character of the U.S. mer-
chant marine.

28Ferguson, Lerner, McGee, Oi, Rapping, Sobotka, The Economic Value of the
United States Merchant Marine, The Transportation Center at Northwestern

 University, Evanston, IL, 1961, p., 436.

291 ayrence, S. A., International Sea Transport: The Yeare Ahead, D.C. Heath
and Company, Lexington, MA, October 1972, p. 14.
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CHAPTER 6

LABOP -MANAGEMENT FACTORS

A. Introduction

Labor-management relations in the U.S. merchant marine defy simple
analysis. To isolate potential areas for growth, it is first necessary to
define the term labor-management relations. Major areas of concern to both
management and labor will then be analyzed. Emphasis will be put on what im-
pact current and future labor-management problems may hold for the growth of
the U.S. merchant marine. Areas for further research will also be identified.

Labor-management relations may be viewed as the prccedural and sub-
stantive rules governing the conduct between management and labor. In addi-
tion to wages, hours and working conditions, labor-management relations relate
to a broad range of subjects, including (a) the recruiting, hiring, placement
and training of a work rorce, (b) the discipline, promotiomn, termination and
layoff procedures for workers, (c) tbe wage, overtime, bonus and profit shar-
ing plans for employees, (d) the hec. i, safety, disability and pension pro-
visions for wage earners, and (e) the procedures for settling disputes arising
at the work place or conference table.

Labor-management relations in any one industry are also more than
the sum of their parts. The total environment in which the parties interact
is as important as the substantive terms of contracts. In fact, the climate
surrounding the parties aprears to be the key factor for successful agree-
ments,

Although favorable collective bargaining relatlonghips have been
lacking in the past, U.S. merchan. marine labor and management have now moved
from confrontation to cooperation.

B. Economic Climate

For over 38 years, the U.S. merchant marine industry has used the
collective bargaining process in an attempt to solve labor-management issues.
Taft-Hartley Boards and Congressional Hearings have described labor-management
relations in the industry as archaic, with scores of separately negotiated
agreements expiring on different dates. Commissions have also nointed tc
Ycatch-up" problems between different peamen’s unions and costly jurisdic-
tional disputes as further examples of generally poor labor relations.

There exist other widespread notions about the state of labor-
management relations in the U.S. merchant marine industry. One vicw suggests
productivity and technology in the longshore industry need irprovement.

Another claims efforts in this direction have been retarded by union work rules
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and inadequate labor-management relations. Other critics charge that imbalances
in bargaining power have led to greater strength for labor organizations.
Mergers and conglomerates are also cited to emphasize the growing strength of
management .

Examples can be found to buttress any of these opinions. In the
longshore industry, disputes over gang size, containerization, the efficient
use of machinery, work practices and manpower deployment are common. In the
U.S. offshore sector, the finger is pointed at soft bargaining, government
subsidies, a fractionalized union structure and rising labor costs.

The economic realities surrounding current labor-management rela-
tions in the U.S. merchant marine are far from bright. There has been an
absolute post-war decline in the number of U.S. flag ships and the volume of
cargo carried by the U.S. fleet. (See Figure 2, Chapter 3.) Job opportuni-
ties represent a special problem in maritime labor-management relations.
Tables 11 and 12 trace employment opportunities for a 19-year period for the
offshore and longshore sectors. Significant declines zre registered in sea-
faring and longshore employment. Shipboard jobs, for example, on privately
owned U.S. vessels decreased 54% from 1955. Longshore employment declined
39% using the same base.

While the number of active privately owned U.S. flag ships declined,
the fleets of Japan, Russia, West Germany, Italy, Greece and Poland all regis~
tered gains. Similarly, the,%fcwth of flags of convenience was unprecedented
during the same time period.3Y When these trends are examined alongside the
decline in job opportunities, the problem is placed in perspective.

C. Bargaining Structure

The structure of bargaining in the industry is highly diverse for
offshore, longshore, shipbuilding and inland waterway industries. Distinc-
tions can also be made on a national, company or geographical basis.

In the U.S. longshore industry, West Coast employers are organized
into the Pacific Maritime Association (PMA). The PMA conducts negotiations
on a coastwice basis with the International Longshoremen's and Warehousemen's
Union (ILWU). In these negotiations, the PMA represents 128 U.S. and foreign
flag operators, stevedore contractors and terminal operators. The association
is the contracting party for the employers and its contracts are binding--
subject to ratificaticn by members requiring a majority of total voting
gtrength.

In contrast, the East and Gulf Coasts have a markedly different
employer structure for longshore negotiations. The major employer organiza-
tion 1s in the pattern setting Port of New York.3! CONASA, the Council of
3 journal of Maritime Law and Commerce, "OECD Study on Flags of Convenience',
- January 1973, pgs. 231-254,
31The New York Shipping Asscciation. (NYSA) has roughly 407% of the voting

power in CONASA and is divided between full and half voting members. A

full voting member must be a direct employer of longshore labor.
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TABLE 11

SEAFARING EMPLOYMENT SHIPBOARD JOBS

Year Total Private Account Government Account
1973 28,697 25,327 3,370
1972 31,762 27,224 4,538
1971 32,333 27,701 4,632
1970 39,500 35,002 4,498
1969 47,034 40,142 6,892
1968 53,976 43,217 10,759
1967 62,285 46,243 16,042
1966 65,278 48,118 17,160
1965 60,245 46,923 13,322
1964 54,853 46,855 7,998
1963 54,312 47,126 7,186
1962 49,083 42,326 ‘ 6,757
1951 54,934 48,351 6,583
1960 54,941 49,079 5,862
1959 53,053 46,852 6,201
1958 58,765 51,389 7,376
1857 61,515 53,451 8,064
1956 70,822 57,802 13,020
1955 67,781 55,995 11,786

Source: U.S. Department of Commerc:, Maritime Adrdiristration, Maritime
Menpower Report.
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TABLE 12

LONGSHORE—AVERAGE DAILY EMPLOYMENT

Atlantic Gulf Pacific Great
Year Total Coast Coast Coast Lakes
1973 62,100 34,100 14,350 13,150 500
1972 62,050 34,100 14,350 13,150 250
1971 62,050 34,100 14,350 13,150 250
1970 61,800 34,100 14,500 12,700 500
1969 61,800 34,100 14,500 12,700 500
1968 88,550 50,400 22,800 15,000 350
1967 88,550 50,400 22,800 15,000 350
1966 88,550 50, 400 22,800 15,000 350
1965 88,550 50,400 22,800 15,000 350
1964 88,500 50,400 22,800 15,000 300
1963 88,500 50, 400 22,800 15,000 300
1962 70,800 43,000 13,700 13,800 300
1961 70,800 43,000 13,700 13,800 300
1960 70,800 43,000 13,700 13,800 300
1959 72,800 45,900 . 11,400 15,200 300
1958 72,800 45,900 11,400 15,200 300
1957 74,060 45,900 11,400 16,460 300
1956 73,673 45,974 11,401 15,998 300
1955 86,327 60,907 10,010 15,110 300
Source: U.S. Department of Commerce, Maritime Administration, Maritime

Manpower Heport.
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North Atlantic Steamship Associations, negotiates master contracts for major
ports in the North Atlantic. Its contracts bind affiliates on seven items.

Local considerations are negotiated separately with the International Long-

shoremen's Association. South Atlantic and Gulf ports bargain separately.

Geographical and organizational differences also exist on the uniom
side of the table. On the West Coast, the ILWU's jurisdiction covers long-—
shoremen, plantation workers in Hawaii, warehousemen and industrial employees.
PMA negotiations with the ILWU are limited to West Coast lengshoremen. On
the East Coast, the Interpational Longshoremen's Association (ILA) represents
predominantly longshoremen and maritime workers on tugs, lighters and pier
terminals. The two unions also differ with respect to the scope of contract
negotiations, centralization of bargaining authority, management of the labor
force and in their approaches to the modernization of dock work.

The plicture is different for the offshore maritime industry. The
structure of collective bargaining and labor-management relations 1s based
on a well-defined occupational structure that has developed over time. ¥For
management, the PMA negotiates for four major U.S. flag operators on the
West Coast: Matson, Pacific Far East Lines, States Steamship Lines, and
American President Lines. Separate agreements are negotiated with respective
of£shore unions.

Individual unions include the Masters, Mates, and Pilots (MMP), the
American Radio Association (ARA), Marine Staff Officers (MSO), Marine Engi-
neers' Bemeficial Association (MEBA), the Sailors' Union of the Pacific (SUP),
and Marine Firemens' Union (MFU) and the Marine Cooks and Stewards (MCS). All
except the MMP are affiliates of the AFL-CIO. The MMP is affiliated with the ILA.

On the Atlantic and Gulf Coasts, separate management assoclations
represent distinctly differxent U.S. flag operators. The American Maritime
Association negotiates on behalf of primarily nonsubsidized operators. ILts
contracts cover licensed officer unions and the Atlantic and Gulf Districts
of the Seafarers International Union. A second employer association, the
Maritime Service Committee, represents six U,S. flag operators and tanker
vessels that operate on the Atlantic and Gulf Coasts. Contracts are negoti-
ated with the National Maritime Union and five licensed officers' unions.
The contracts cover 4,498 workers. Added to this picture are numerous U.S.
oil companies and negotiations witn independent assocliations of tanker
employees.

If offshore management organizations are somevhat diversified, union
arrangements are equally so. licensed officers' unioms cover both the Atlantic
and Pacific Coasts. Bargaining, in some cases, is on a coastwlse basis. This
is true for the MMP and foxr the following licensed and unlicensed unions on
the West Coast: ARA, MEBA, SUP, MFU and MCS. On the East Coast, the situa-
tion 1is somewhat different dus to two unlicensed unions, the Natiomal Maritime
Union and the Seafarers International Union. Both are organized into three
departments representing traditional divisions on board ship. The Seafarers
International Union is divided into the Atlantic and Gulf Coast Districts.

Shipping associations are particularly subject to inaﬁability as
they are often organized into competing interest groups. Furthermore, it is
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not uncommon for associations to disagree over bargaining tactics or the
costing out of contracts. Shipping associations can be further divided by
corporate structure, financial status, areas of operation, strength and size,
jurisdiction and membership stability.

On the opposite end of the continuum is the structure of labor-
management relations in the tug and barge industry. Management usually
comprises companies that own anywhere from one to thirty boats. Little
association or coordinated bargaining takes place. Close to 1,840 companies
operate 25,225 barges, towboats and tank barges. Union organization is
haphazard and decentralized. The United Mine Workers, the Laborer's Union,
the Teamsters, the MMP and MEBA all represent a portion of the tug and barge
labor force. Obstacles to union organization or management association bar-
gaining are numerous.

D. Impact of Technological Change

It is within this framework of labor-management organization that
the U.S. merchant marine absorbed rapid and widespread technological change.
The purpose of these developments has been to obtain higher productivity by
the conversion of labor costs into capital costs.

By constructing larger and more efficient ships, the maritime
ind.stry bas achieved an expansion in carrying capacity. Newer vessels are
destgned for smaller crews, resulting in a blurring of traditional demarca-
rion 1lines hetwecn engine and deck departments. Modern technology in areas
_uck as container Landling, bridge control, and surface coatings have also
had fai—reaching repercussions on routine aspects of shipboard work. Equally
important, never ships incorporate technologles that reduce the demand for
iesger skilled crew.

Technological change has likewise affected the seaman in his total
work-leisure cycle. New ships alter traditional turnaround times and shore
leave and the normal work week are modified. For instance, high productivity
ships allow for very little free time for seamen in foreign ports. Job con=
tent and the conditions of work on board ship are similarly changed. Home
1ife and social relationships also have to be altered. Additionally the
nature of skill demands by increasingly automated equipment has enlarged the
seamen's responsibility.

Similar changes can be observed on the docks. In the longshore
industry, a container having 20 to 40 tons of cargo can be discharged in two
minutes. With this improvement in cargo handling has come an alteration in
traditional job classifications and work assignments. Longshoremen, checkers,
winchmen, etec., are all being increasingly subjected to integrated operational

EyStems.

The impact of these technological developments on maritime labor-~
management relations has been considerable. Technological change in the
longshore industry and on board ship has been a dominant theme. Techno-
logical changes and subsequent labor-force adjustments have interested
government and regulatory agencies. No less concerned are the parties to
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collective bargaining agreements themselves, Arrangements made to cushion
the impact of technological change on workerz can he cited as one measure
of the progress the maritime industry has made ir its labor-management
relations.

E. Maritime Work Stoppages

The significance of using technology as a major variable in assesgsing
maritime labor-management relations is important in understanding the indus-
try's strike record. In the past, both the offshore and longshore industry
have had a stormy strike history, particularly on the U.S. East Coast, Mari-
time work stoppages may have also received an inordinate amount of publicity
in relation to their effect on the national economy. Nevertheless, industry
statistics on lost productivity due to stoppages over contract negotiations
and jurisdictional disputes have been far from encouraging. For the years
1963 to 1973, a total of 1,742 strike days have been lost to industrial dis-
putes in the offshore and longshore industries alonme. (See Table 13.) 1If
trends from such data are discernable, the longshore has shown a greater
propensity to strike over contract negotiations while offshore appears to be
more prone to jurisdictional disputes.

Given the scope of technological change in th. wmr.itime industry,
plus a declining employment picture, bargaining continvally effects job
security and work opportunities. Furthermore, labor-i.aagement accord is
seldom a two-partv affair in partially regulated industries. The government
is an ever presen. chird party and consequently has to bear some responsi-
bility for many collective bargaining outcomes. Even the strike picture is
something less than the data's surface value. In 1973, for examplz, just
eight strike days were lost in seafaring; the lowest recorded figure in 10
years. Only one licensed union was a party to all disputes and a toi.” cf
just 38 workers were involved.

Another qualification governing an appraisal of maritime work stop-
pages is the difficulty involved in using comparative strike gtatistics. An
attempt can be made, however, to compare water transportation with other
transportation modes using standardized procedures from Bureau of Labor Sta-
tistics data.32 Table 14 presents man-days idle due to ztrikes as a percent
of t.cal work time in waterborne transportation from 1955 to 1972. 1In 12 of
the 18 years under consideration, the maritime industry lcst only omne per-
cent or less of the total work time in a given year to work stoppages. This
statistic is greater than rail, motor freight, and air transportation for
equivalent years.

F. Current Labor-Management Developments

In contrast to past wo~k stoppage problems, current trends are to
improve labor-management relati.-ns. In the longshore industry, a Joint
Coast Labor Relatioms Committee on the Pacific Coast has centralized union

32Figures were supplied by Norman Sa :els, Assistant Commissioner, Wages
and Industrial Relations, U.S. Department of Labor. Reference No. 340,
April 12, 1974,
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grievance handling and attempts have been made to apply arbitration awards
uniformly and on a coastwide basis. Arbitrators are also available on a
24-hour bacis to handle unresolved on-the-spot issues at the port level. On
the Atlantic and Gulf Coasts, joint labor-management arrangements for admir-
istering contracts have been made at the port level. Equally important for
the improvement of labor-management relations have been industry efforts to
upgrade the status of longshoremen. This has taken the form of productivity
payments, guaranteed annual incomes, increased job security and improved
accildent benefits or compensation.

In seafaring, similar attempts have been made to improve the indus-
try's labor-management record. Offshore labor organizations have relaxed
manning schedules, negotiated top to bottom manning scales, and called for
no strike pledges during contracr negotiations. Other developments include
the growth of uniform contract termination dates and joint labor-management
efforts to promote the U.5. merchant marine. Significant in this regard was
the statement of intent by AFL-CIO maritime unions on April 14, 1972 to assure
efficient and dependable water transportation service. Thomas W, Gleason,
President of the International Longshoremen's Assoclation on behalf of the
AFL-CIO maritime unions on April 14, 1972 outlined five priorities for U.S.
oceanborrne trade with regards to labor-management relationms. These are:

(a) no strikes during the period of contract negotiations, (b) three to-

five year contracts to provide assurance with respect to continuity of opera-
tions, (c) uniform contract expiration dates, (d) provision for automatic
wage adjustments, (e) the establishment of procedures for the resolution of
disputes without stoppages. Additional developments by both management and
labor include pre-negotiation sessions and provisions for annual cost-of-living
wage adjustments.,

G. The Role of the Federal Covernment

The federal government and various regulatory agencies have also
been active in promoting maritime industrial stability. An important event
in this regard occurred in 1970 with the passage of the revised Merchant Marine
Act. The Act provided a change in the area of operating-differential subsidy.
In the future, the payment of wage subsidy would be based on an index system.
The basic principle of the system is that the subsidization of maritime wages
would be undertaken by the government only to the extent that these wages are
consistent with vages in the Nation gemerally. The index compares increases
in maritime wages with an index prepared by the Department of Labor. The
Labor Department index gives equal weight to increases in wages and benefits
for employees covered by collective bargaining agreements in the transportation
industry (excluding offshore maritime) and to changes affecting employees in
private, non-agricultural industries other than trangportation.

More recent developments indicate the govermment's role in maritime
labor-management relations may be more difficult for the industry in the
future. On February 19, 1974, the U.S. Supreme Court overturned a state
court decision and held that the Labor-Management Relations Act did not prevent
the granting of an injunction which would have stopped the picketing of foreign
flag ships by U.S. maritime unions. The case involved two Liberian flag
vessels picketed in the Port of Houston, Texas, and brought up iasues relating
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to (a) a seaman's right to picket, (b) the meaning of the commerce clause

of the IMRA, (c) state pre-emption of the NLRB, and (d) '"flags of conve-
nience". Almost simultaneously, the Federal Maritime Commission was handing
down a number of important decisions of the issue of cargo diversion.33 At
stake were the employment opportunities for thousands of longshoremen and
allied workers who are attached to port regions and distinct geographical
areas. By cargo being diverted to newer or more modern facilities, work oppor-
tunities diminish for significant numbers of longshoremen. Similar issues
await settlement in mini-bridge disputes. In mini-bridge disputes, sea cargo
is often sacrificed to long listance rail transport thereby cutting into mari-
time employment. Government has also continued to overview maritime labor-
management relations as demonstrated by Federal Maritime Commission Reviews

of a current PMA/ILWU contract and various NLRB rulings over container freight
gtation agreements.

Aside from the question of what is the proper role for government
in maritime labor-management affairs, many two-party issues await the collec-
tive bargaining calendar. These promise to see the government play an impor-
tant part in their resolution. Of particular importance to longshore labor
and management is jurisdiction over container loading. Another issue involves
the consolidation of container facilities in a few ports and the overall impact
on longshore job opportunities. While involving mostly longshore unions and
Teamsters, container loading affects management and jurisdictional disputes
jeapordize the movement of cargo.

H. Potential Growth of U.S. Merchant Marine

One problem the maritime industry will have to address in the
immediate future is the need to reassess current manpower requirements. While
reduced manning scales and increased productivity sharpen the competitive edge
of the industry, labor organizations are still by necessity concerned with
job security and employment opportunities. Similarly, pressures will develop
to halt the trend or at least insure that employment can be offered at more
regular intervals, At issue here is the ease with which the industry can
recruit workers in the future and the institutional stability of labor organi-
zations. '

Finally, the U.S. merchant marine and the entire waterborne trans-
portation industry will have to look more closely at work stoppages as methods
for resolving disputes. A great deal of progress in this regard has been made
lately. The 1972 deep-sea negotiations which passed without a maritime strike
are a good case in point.

I. Conclusions

After considering labor-management relations and their influence
on merchant marine growth, the Panel developed conclusions in three areas.

3370urnal of Commerce, "PMA Seeking to Overturn NLRB Ruling", February 25,
1974, p. 30.
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1. Maritime Work Stoppages

Work stoppages in the maritime industry have had a generally con-
straining effect on the growth of the industry. From 1963 to 1973, 1,742
strike days were lost to industrial disputes in the offshore and longshore
industries alone. (See Table 13.) Such stoppages tend to demoralize manage~
ment and cause shippers to question the reliability of the carriers affected.
Much more should be known about how and why these stoppages occur and what
alternatives might be explored to correct the situation.

While the maritime work stoppage situation improved significantly in
1973 and 1974, it is important to the growth of the industry that this improv-
ing trend be sustained.

Studies and research should be conducted into the underlying causes
of maritime work stoppages and to compare the maritime industry with other
major industries where greater stability in labor relations has been achieved.
Such studies should identify policies and procedures not prevalent in the mari-
time industry which have effectively allayed unrest and brought about more
stable relations in other industries and which may be expected to provide
effective responses to the causes of work stoppages in the maritime industry.

2. Maritime Industrial Relations

Labor-management relations in the maritime industry have been a.
recognized problem area for many years. Over these years, many techniques
and procedures have been recommended from various quarters as a means of
reduciny the injurious effects of work stoppages and labor-management turmoil.
Voluntary arbitration, no strike pledges, uniform contract expiration dates
and other methods have been suggested.

A major study effort should be directed to each of thase various
suggestions in an attempt to determine their probable effect ou labor rela-
tions in the industry and the possible positive impact on growth potential.

3. Longshore Labor Problems Associated with Cargo Diversion

Cargo diversion refers to the dislocation of traditional cargo flows
through technological improvements, or system realignments and institutional
changes. For instance, routing cargo by rail from the natural hinterland of
one port to another port can cause local empioyment fluctuations. ' This prob=
lem is particularly acute in the longshore sector of the industry where major
changes in cargo flow patterns can affect employment opportunities for large
numbers of workers (both increases and decreases). '

Cargo diversion often involves technological factors, as well as
institutional interaction among corporations, port authorities, and municipal,
state and federal governments and unions. Rewwarch in this area is necessary
to identify the major factors imvolved in cargo diversion and to assess the
overall effects of such activities on all segments of the work force.




A. @g;;qductiqn

The growth of the United States Merchant Marine is directly
contingent upor its ability to attract domestic and foreign international
cargoes. However, recent statistics indicate that the U.S. merchant marine
has not been able to secure a significant share of international cargo; indeed,
it has not even been able to secure a major share of U.S. generated cargo.

Despite the increase in U.S. exports and imports in 1974 that enabled
most U.S. flag ships to operate at 95% capacity, a prolonged loss of market
share might prove critical because of an expected increase in capacity due té
the current shipbuilding program. In the long run, the U.S. should take s:-¢
to regain its dominant market position. Thus, it is imperative that this ;LiEl
address itself to an analysis of why the U.S. merchant fleet has lost a major
share of world trade to its competitors. Such an analysis will hopefully
reveal areas of needed change that will enable the U,S. merchant marine to
once again attain a significant share of world trade,

B. Market Considerations

As in any business venture, the major inducement that the U.S. mer-
chant fleet (i.e., the "supplier") can offer to prospective shippers (i.e.,
"buyers'") is an optimal combination of the following factors: product, price,
promotion and place availability. Each of these factors is subject to com-
petitive action by competing suppliers. It 1s the overall "package'--the
optimal combination of these factors—~-which actually sells the buyer. (Often,
it is only when the overall cost benefits of competing shipper packages are
equivalent that the aggressive, profit-oriented American businessman can be
attracted by nationalistic considerations.)

Consider each of the prime selling factors listed above as they
relate to the maritime industry.

. Product and Place Availability =~ The product offered by
the U.S. merchant fleet is maritime transportation service,
of which "place availability" is an important if not over-
riding feature. The product, therefore, includes both the
hardwvare (such as the ships, containers, barges, etc.) and
such service factors as frequency of sailings, ports of call,
reliability, claims tracing and documentation support. The
replacement of WW 11 vessels has placed the U.S. merchant
marine in a highly competitive posture in terms of hardware.
Management must be equally aware of the need to aggressively
compete in the service areas.

- »i?ifi;”




Price -- The international conference system has been
established to mitigate the influence of rate on com-
petitive action. Its success in so doing is dependent
upon (1) its ability to enlist and retain wide confer-
ence membership, and (2) the adherence of conference
members to rate integrity. Non-conference lines obvi-
ously stress rate as their most important competitive
feature; however, a low rate in itself does not neces-
sarily comprise the most effective selling package.

Promotion —— In a highly competitive market place, a
superior product at a competitive price does not in
{tgelf attract a wide ranging market. What 1ls strongly
needed is an effective promotional program--—one that
keeps prospective buyers keenly aware of the features
and availability of the product and the unique ability
of the product to satisfy specific needs of the user.

A good promotional program has three facets:
(1) personal selling, (2) advertising (i.e., impersonal
selling), and (3) sales promotion.

In the maritime industry, personal selling is by
far the most important component of a strong promotional
program. Shipper needs tend to be non-routine, even
unique; therefore, the promotional efforts directed at
a prospective shipper must be tailor-made to fit his
particular requirements.

It is axiomatic that an effective marketing effort
requires well-trained, knowledgeable, innovative sales
personnel. There is evidence that those companies that
have strong, well-trained sales forces tend to reap
better-than-average market share.

In considering current market conditions, it is important to note
that the upsurge in U.S. exports and imports in 1974 has created an under-
capacity situation on some routes. For instance, in January through July of
1973 total exports amounted to 38,614.4 million dollars; for the same period
in 1974, total exports amounted to 55,747.2 million dollars.3* Interviews
conducted by the MTRB staff with steamship industry executives in July and
September in 1974 revealed that some companies are running at 95 to 100% of
their total outbound cube capacity.3® While this short-term situation may
tend to de-emphasize the need for improved marketing techniques, in the long
term, U.S. merchant marine growth must be based on a continuing, full-range,

aggressive marketing program.

34y,5, Department of Commerce, Bureau of Census, Survey of U.S. Export and
Import Merchandise Trade, U.S. Government Printing Office, Washington, D.C.,
July 1974, 3. 5.

35Interviews with U.S. Merchant Marine Industry Executives, July-September
1974 by MIRB staff. ‘
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C. Mawket Surveys

The long-term decline in market share of the U.S. merchant marine
indicates that in some way the needs of international shippers -~ both U.S.
and foreign -- are beirg better satisfied by foreign flag carrlers. In an
effort to identify the critical variables which are operating to the benefit
of the foreign flag carriers, two exploratory surveys were conducted.

Survey 1 wag a mail muestionnaire of marine tramsportation consumers

designed to investigate their - °°:.%s, policies and practices concerning
ocean carrier snlestion, Su‘o: 5 & pilot interview study which compared

the promotionai p.aciices - - ign and domestic carriers.

1. Survey 7 Uschodology

A three-page mail questionnaire was directed to three categories
sf commercial marine transportation consumers: exporters, importers and
freight forwarders. (Because of time and monetary constraints, this explora-
tory survey was necessarily limited to subsamples of domestic users, However,
future research should include both foreign and U.S. users.) The question-
naires, though comparable, were not identical; the questionnaire for each
sample was specifically tailored to its mode of operations. (Descriptive data
concerning each sample is contained in Appendix II.)

(a) The exporter sample was a judgment sample consisting of the
36 major exporters represented on the Eastern Region Shippers' Advisory Board
of the U.S. Maritime Administration. The questionnaires were directed to
Board members, who for the most part are export managers for thelr companies
and thus responsible for a significont percentage of the exports of this
country.

(b) The importer sample consisted of 100 company presidents sys-—
tematically selected from the New York Journal of Commerce's list of 10,000
U.S. importers. The most recent list available was compiled in 1970; thus
15 percent of the questionnaires mailed to this group were undeliverable,
leaving a net sample of 85 importers.

(c) The freight forwarder sample consiste? of the presidents of
104 New York City based freight forwarding cumpanir. . is recognized that
a sample of freight forwarders more represuntativ® @ .. United States as a
whole may have provided different responses to che cueci.ons asked; however,
as a convenience sample, the list used seemed adequate for an exploratory
survey.

The mail questionnaive was designed to include policy, practice and
attitudinal questions in addition to descriptive questions concerning the
respondents' companies., Because of time and computer access limitations, no
cross correlations were computed for this report.

Response rates for each subsample were as follows: exporters:
82%; importers: 26%; and freight forwarders: 31%; for an overall response
rate of 40%.
o N
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2. Survey 2 Methodology

The survey of promotional practices of shipping companies was
conducted by personal interviews with top management personnel of steamship
companies located in New York, San Francisco, and New Orleans. Because of
the extremely small sawuple (3 foreign companies, 5 domestic companies) the
findings are necessarily highly impressionistic and cannot be considered
representative of the entire industry:

Survey 1 revealed a definite preference for the quality of services
offered by foreign flag carriers. Survey 2 indicated that foreign flag cpera-
tors may be more aggressive in terms of marketing practices than their U.S.
counterparts. Better marketing practices may in part account for the greater
success of foreign flag operators in securing U.S. cargo. The following sec-
tions will consider these findings in detadll.

1. Shipping Practices

(a) Carrier Selection

In trying to determine who selected the carrier, users in each cate~
gory were asked to estimate the percentage of time that carrier selection was
made by the domestic shipper (or importer), by the overseas consignee (or
supplier), and by the freight forwarder (or customhouse broker).

Table 15 shows that
over 50% of the time; only 3% reported that their overseas consignee makes
the selection over 50% of the time. Exporter responses indicate that the
freight forwarder is of very minor importance in carrier selection. (This
is not surprising in light of the fact that the exporters surveyed represent
major U.S. companies. Because of their great export volume, these companies
are most likely to be organized to direct all phases of their overseas dis-
tribution and least likely to use the freight congolidation services provided
by freight forwarders.)

Only 13% of the importers reported making the carrier selection over
50% of the time; indeed, 647% of them stated that they never make the carrier
selection. Fifty-five percent reported that their overseas suppliers select
the carrizr at least 76% of the time. Importers reported that customhouse
brokers (F.F.) have very little influence on thelr carrier selection. .

Contrary to the responses of the exporters and importers noted above,
55% of the freight forwarders who responded claimed to make the carrier selec-
tion over 50% of the time. Only 10% reported that the overseas customer makes
the selection over 50% of the time. According to the freight forwarders, the
domestic exporter has minimal impact on carrier selection. (This response
may be more applicable to small clients who use freight forwarders primarily
for freight consolidation than to major exporters such as those surveyed in
the present study.)

81




Iayoxg mwaagsagmagig
I0xan Burpunogy

0T IE 2001 IE »%IOT IE
TL %€ 0T £ T
79 02 ¢ 9T €7 L
S | 9T ¢ 0z 9
T€ - - 7€ ot
- - - - €T ¢
» N N %N
PWOFENF APWO3 SN F1°5
EISA3ND T 38°WOg

siapilemiod IyYdtaag

%00T 22 %001 22 %00T ZZ |
16 0T - - 99 4T
7 1 8T ¥ 6 T
- - 8T ¥ ¥T €
- - 6 z v T
S 1 S TT 6 T
T ¥ I X 7T_N|

gxdd I9TTdang T
SE8IBN)

‘sao110dmg

Z00T 0€ %0CI Of »%Z0T OF
| LL €t e 8 € T
€T L €9 61 € 1

- - 1 A 0T ¢
- - € T gs 91
- - - - e 6
% N % N %4__ N
EF| SauBTSu0d 3ies
| SERSIBN]

FA TR |

i06 - 92

ASL - 1S

00T - 9¢

AHODELYD WIS A

YACIVME0d IHOITHA 90 YAT'1ddNS/TEANDISNOD SYASHAAG "dISA DIISHROT
19 NOIIDATAS ¥ETHNVD J0 XONAADTEA

ST FTEVL

Aruitoxt provided by Eic:

E ©



=70=

It should be noted that when steamship company officials we:: asked
{in Survey Z) which of the three categories of user was most likely to con-
trol carrier selection, they tended to either divide control between shipper
and consignee or siightly favor the domestic shipper. Despite the fact thar
steamship officials felt that freight forwarders had little real contrui over
carrier selection, they stated that salesmen called on them regulariy because
of the forwarder's ability to influence his principals in this regard.

(b) Decision Makers

In an effort to determine who is the actual decision mzker in the
designation of ocean carriers, users were as¥%ed to supply the position or jcb

title of the person in their organization who decided which ocean carrier was
to be used for specific shipments.

The vesponses indicate that for exporters, most carrier selections
are made at middle to low management levels. The importers who responded tc
this question reported that 417 of the carrier selections were made by top
manageument, some 17% by middle management, and 42% by lower level personnel.
Freight forwarders reported that 13Z of the carrier selections were made by
top manzvement, some 48% by middle management, an’ some 39% by lower level

ersonnel,

(c) Approved Carrier List

Users were asked if th: person in their organization who does the
actual routing works from an approved list of carriers. Far more of the
exporters than the other two user categories replied that routers did use
approved lists; nevertheless, their percentage (50%) is far from impre: te
Only 33% of the importers who responded to this question acknowledged t  use
of an approved list. Only 10% of the freight forwarders reported that their
routers worked from an approved list of carriers submitted by the client,
despite the fact that 29% indicated that some of their clients do furnish them
with lists of approved carriers. Paradoxically, 407 of the ex orters and 9%
of the importers reported furnishing their freight forwarders with an approved
1ist of carriers. The conclusion must be drawn that many freight forwarder<
do not feel constrained to make their carrier selections from the lists of
approved carriers submitted by clients.

(d) Use of U.S. Flag Ships

In an effort to determine the actual use of American vessels as
compared to foxeign flag vessels, users were asked to estimate the frequency
with which they used Americzn flag vessels during 1973,

As Table 16 indicates, only 37% of the exporters shipped via
American flag more than 50% of the time; only 10% shipped American more than
75% of the time. The statistics are worse for importers: of the 21 who
responded to this question, only 28% shipped American more than 50% of the
time; almost an equal amount (24%) did not ship via American flag at all during
1973. For freight forwarders, the picture is more dismal still: only 13%
reported using American vessels more than 50% of the time; none reroarted using
American vessels more than 75% of the time, . .
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TABLE 16

PERCENT OF OCEANBORNE CARGOES SHIPPED
IN AMERICAN VESSELS DURING 1973
BY USER CATEGORY

7 of 1973 Export.rs Importers "~ Freight Torwarders
Shipments Nk N % N 2
76 - 100 3 10 3 14 - -
51 ~ 75 8 27 3 14 4 13
26 - 5 18 60 6 29 14 45
1 - 25 1 3 4 19 13 42
0 - - 5 24 - -
No Answer - - 1 - - -
30 1007 22 100% 31 100%

2. User Policies

(a) Written Guidelines

In most large companies, written policies tend to be the guidelines
which lower and middle management personnel follow in their day-to-day
decision-making; unwritten policy is often considered to be no policy at all.
Since the designaticn of carriers is usually made at the middle or lower
management 1evels, a written policy favoring U.S. flag vessels would tend to
influence users' decision makers to designate U.S. carriers over foreign flag
vessels. For this reason, an effort - "s made to determine how prevalent among
transportation users were written p- -~ concerning selection o  cean car-
riers. Table 17 compares the preva. ce  written policies conr ing car-

rier designation by user category. © .e 17 indicates, expoi 4 are more
likely than other users to have writi.  uliciles concerning car: .r ». action.

TABLE 17

WRITTEN POLICIES CONCERNING CARRIER SELECTION BY USER CATEGORY

Tﬂéﬁfﬁér& 7 Eyéigﬁﬁ f§fﬁar6é§s"

Written Policy 12 407 4 18% 1 3%
No Written Policy 18  60% 18 82% 30 " 97%
30 100% 7 100% 31 100%
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(Whether such policies favor U.S. flag vessels was not determined.} It is
surprising that only 40% of the major U.S5. exporters surveyed do have written
policies concerning carrier selection, since companies of their size are the
ones mosi likely to have formalized their shinping procedures.

{(*) DPolicy Makers

Of .he 12 exporters who reported having written policies, only one
reported that his company's policy ° 15 drawn up by top management. However,
three of the four imperters and the one freight forwarder with written poli-
cies concerning carrier selection reported that their policies were drawn up
at the top management level. This difference in policy derivation i= undoubt~-
edly due to the differences in company size between the exporters saurled and
the importers and freight forwarders sampled.

(¢) Policy Revisions

0f the 12 exporters with written policles concerning carrier selee-
tion, five have drawn uvp these policies since 1969, and ten reported that
their policles have been revised since 1970. Only two of the four importers
#ivh written policies developed them since 1970; one reported revising his
~aticy in 1974. The one freight forwarder with a written policy developed it
iz 1973.

3. Shipping Attitudes =

If we assume that American vessels, supporting equipment, and ocean
freight rates are equivalent to those provided by foreign flag vessels, reasons
for the decline in patronage of American ships must be sought in other areas.
It was reasoned that shortcomings in service, both present and past, would be
raeflected in unfavorable attitudes towards American vessels. The following
ssctions report the expressed needs, values snd attitudes of ocean transpor-
tation consumers.

(a) User Selection Criteria

Users were as' 1 to rank order each of eight factors in terms of
their importance to the respondent’'s company in selection of an ocear car-
rier. Table 18 lists the weighted index for each factor and its corresponding
rank of importance for each user category. It also indicates which factors
were ranked as "most important" (i.e., rank order #1). Reliability, Frequency

of Sailing, Rate and Speced are the four factors considered most important by
USErs.

Table 18 re 's that reliability (consistent on time gervice) 1s
considered the most ju.ortant factor in the selection of carriers by both
exporters and imporicrs and third in importance by freizht forwarders.
Thirtv-two percent of the exporters ranked it first among the eight factors
listed, as did 50% of the importers anc 26% of the freight forwarders.

Frequency of Sailing is considered the second most important factor
in the selection of carriers by both =xporters and importers, but it is
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:nnsidered to be the most important factor by freight forwarders. Thirteen
~urcent of the exporters, 17% of the importers, and 39% of the freight for-
warders ranked it first among the eight factors listed.

Rate is considered the third most important factor by exporters,
fourth most importan Ffactor by importers .nd second most important factor by
freight forwarders. Twenty-three percen: of the exporters, 2Z1% of the import-
ers, and 267 of the freight forwarders ranked it first iu importance of the
eight factors listed.

Speed is rankec fourth by exporters and freight forwarders and third
by importers. While 167 of the expnrters ranked speed as most important, only
4% »f the importers and 37 of the freight forwa:ders did.

Equipment is ranked fifth by exporters ard importers, and sixth by
freight forwarders.

0f the eight factors listed, flag is sixth in importance to export-
ers and to importe-. - ‘le frzighe forwarders rank it as fifth. Thirteen
percent of the exy . - nd 3% of the freizht forwarders ranked it first;
however, no importe . .i.ed it as first in imporcance.

The last two factors listed -- documentation and c¢laims -— appear to
be of very minor consideiatic. to all user categories in the selection of
ocean carriers.

(b) Perceived Selection Critcria

An effort was made to determine the perceptions of domestic users
as to the critical variable affecting the carrier selection decisions of their
foreign clients (consignees or suppliers) and the freight forwarders with
which thev deal. (See Table 19.)

Fifty percent of the expor:iers felt that rate was mos® important to
their overseas consignee, while 37% regarded flag preference as most important.
Frequency of sailing was seen by 17% of the exporters as mosi important to
the freight ferwarder.

Thirty-six percent of the importers felt that frequency of sailing
was the most important consideration for theilr overseas suppliers, 27% thought
it was rate, and 1%% believed it was reliability. Over half (55%) of the
importers had no idea on what basis the customhouse broker selected the car-
rier, while 23% believed that reliability was the most important £factor.

Fifty-eight percent of the freight forwarders regarded rate as the
most important facto: - thelr overseas client, while 23% thought flag prefer-
ence prevailed. The: “ fs concerning the critical decision variable
affecting carrier se¢ .i. by their domestic clients were more widely distri-
buted: 297 thought .5 the most important factor; 237 regarded relia-
bility as the most im; .unt factor; 20% regarded frequency of sailing as
the most important; and 137 regarded flag as most important.

8%
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A comparison of Tables 18 and 19 reveals a number of discrepancies
between actual and perceived critical decision factors among users. For
example, while frequency of sailings is the most important factor for freight
forwarders in the selection of a carrier, importers believe that reliability
is the most important factor for freight forwarders. Both exporters and
importers report reliability to be their most important factor in carrier
selection (a fact which importers obviously project onte freight forwarders),
while freight forwarders believe rate is most important to domesiilc clients.

(¢) Comparative Service Factors

Users were asked to rate American flag and foreign f.iag carriers
on a four point scale ranging from excellent to poor. As Table 20 reveals,
American carriers Jere generally rated second best in such comparisons. For
example, only 55% of the exporters consider American carriers good or excel-
lent, while 85% rate foreign rlag carriers as good or excellent. Fifty-six
percent of the importers consider American carriers good (none consider them
to be excellent), while 68% consider foreign flag carriers to be good or
excellent. Sixty percent of the freight forwarders consider U.S. flag vessels
tc be good or excellent, while 84% consider foreign flag vessels to be good
or excellent.

Fo.ty-five percent of the exporters consider American vessels to be
fair or poor, while only 15% rated foreign vessels ii.r or poor. Twenty-seven
percent of the importers rated American vessels fair or poor, while 22% rated
foreign vessels fair or poor. Forty percent of the freight forwarders rated
American vessels fair or poor, while only 13% rzfed foreign vessels fair (none

rated foreign vessels as poor).

In summary, foreign flag vessels were rated higher than American
flag vessels by every user category; conversely, in every user category, more
respondents rated American flag vessels fair or poor than rated foreian flag
vessels fair or poor. (Indeed, no freight forwarder rated foreign vess2ls
2s poor.)

4. U.S. and Foreign Flag Comparisons

This section will examine more closely specific comparisons between
American and foreign flag carrier services.

(a) Comparative Service katings

Users were asked to vate specific American flag services as better,
the same or worse than those provided by foreign fleg carriers. Responses are
presented in Tables 21 and 22. The analysis which follows is based on a
comparison of "better' or "worse' ratings. Table 21 indicates that almost
twice as many users raced American flag services as worse than foreign flag
service than rated them better (256 worse vs. 130 better). If the responses
of importers are eliminated, the ratio becomes 3 to 1 (242 worse vs. 81 better).
The importer subsample was the only user category to almost conslstently race
American flag services as better than foreign flag services; yet it is the one
user category which appears to have the least experience with American carriers.
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TABLE 22

SERVICE FEATURES RATED"WORSE™
IN AMERICAN CARRIERS THAN IN FOREIGN CARRIERS
"IN RANKED ORDER (#1 IS WORST)

o - ) 7"§;pa§;éfsr :f%éighﬁfFEtwsfdéfs
Communications and Information 1 3
Switching Vessels 2 2
Problem Solving 3 4
Rate Negotiation Support 4 1
Documentation 4 3
Short Shipment 5 -
Tvacing 6 5
Operations 6 <
Raowledge of Business Needs 7 8
Processing Claime 8 7
Rate Information 9 7
Sales Representatiom - 7

Their lack of experience would tend to limit the usefulness of importers'
responses to this question. However, their favorable attitudes tcwards
American flag services suggests that a promotional campaign urging importers
to take a more active part in carrier selection would benefit U.S. flag
vesgsels.

Sales lepresentation -~ Exporters were pretty evenly divided on the
subject of American sales rzpresentation between better (7) or worse (6);
however, freight forwarders rated American carrier sales representation as
worse (9 vs. 6) than foreign flag carriers.

Rate Information -~ Both e.:porters and freight forwarders ragarded
American flag rate information as worse than that provided by foreign flag
carriers (exporters: 7 vs. 4; freight forwarders: 6 vs. 3).

Rate Negotiation —- Both exporters and freight forwarders regarded
American flag carriers as worse than foreign carriers in respect to rate
negotiation (exporters: 13 vs. 5; freight forwarders: 21 vs. 2). Further
research should ianvestigate user experiences in this area.

Problem 3olving -- Both exporters and freight forwarders found

Anerican flag carriers decidedly worse then foreign flag carriers in temms of
problem solving (exporters: 12 vs. 3; freight forwzzders: 12 vs. 4).
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Knowledge of Business Needs -- Both exporters and freight forwarders
regarded American carriers as inferior to foreign flag carriers insufar as
knowledge of their business needs (10 vs. 5; and 8 vs. 6). Thus, expourters --
the user category most 1ikaly to have unique needs --— are the ones lezst satis-
fied with American carriers' understanding of their special needs. 1t would
appear that American carrier representatives need to do considerably more
research on the special needs of their customers.

Documentation ~-~ Eight exporters reported American carriers as vorse
than foreign carriers in terms of docvmentation (none regarded them as bette ary}
similarly, freight forwarders found American carriers wourse in this respect
(16 vs. 5). This finding indicates a decided need for American carriers to
improve their documentation services.

 unications and © “ormation -~ Both exporters and freight for-
‘rs as worse than foreign carriers in terms of

wrrneioo reported American car
their comaunications and inferrrtion services (13 vs. 2 in.each categﬁry)

Operations -- Be' - =»rs and freight forwarders rated American
‘hao 1 -eign carriers (exporters: 7 vs. 1;

carriers worse in operati-
freight forvarders: 7 vs. ..

Short Shipment. -~ iapori:is reported that U.S. flag carriers are
worse than foreign carrie: in te..s of short shipments (8 vs. 1); freight for=-
warders were tied in their zi..tudes toward this problem (4 vs. 4).

Switching Vessels -- Both exporters and freight forwarders rated
American carriers as decidedly worse than foreign carriers in terms of switch~

ing vessels (exporters: 14 vs. %3 frelght forwarders: 16 vs. 3).

2 -- Both exporters and freigh? forwarders rated American flag
carriers as worse than foreign carriers inseofar as tracing shipments (exporters:
7 vs. 1; freight forwarders: 10 vs. 3).

Tracing

Processing Claims -~ Both exporters and importers rated Amevican flag
carriers as worse than foreign carriers in processing claims (exporters: 6 vs.
2: freight forwarders: 9 vs. 6).

(b) Strengths and Weaknesses

User. srve asked = an open-ended question to list the streng:hs and
weaknesses of A .acwon flag car-lers relative to the foreign carrier services
available to them. *ajor strengths of the U.S. merchaut marine as reported by
respondents are r -esented in Table 23.

The major strengths cited by exporters were, in rank order, equip-
ment, reliability and speed. Importers cited rellability, speed and frequency;

and freight forwarders cited reliability, frequency, equipment, and speed.

‘fable 24 presents the major weaknesses of the U.S. merchant marine
cited by user category in ranked order. The obvious uneveiness of service of
American carriers 1z illustrated by the fact that three of the frur major

3. -



TABLE 23

MAJOR STRENGTHS OF U.S. CARRIERS RELATIVE TO FOREIGN FLAG CARRIERS
IN RANK DRDER EY USER CATEGDRY

Exporter Importer Freight Forwarder¥*
Equipment 1 2
leliability 2 1 1
Sprad 3 2 2
Frequency nf Sailings 3 1

% Same number in ranking indicat.z "tie".

TABLE 24

MAJOR WEAKNESSES OF U.S. CARRIERS RELATIVE TO FOREIGN FLAG CARRIERS
IN RANK ORDER BY USER_CATEGORY )

Exporter®*  Importer** Freight Forwarder**

Reliability* 1 2 2
Rate 2 1 1
Sales Representation 3
Knowledge of Businesgs Neads 3 6
Operations Management 3
Business Management 2 5
Equipment* '
Documentation 4 4
Problem Solving L
Knowledge of Int’l Trade Practices -
Communizations & Information . 5

Aggressiveness to Compete

R =

Productivity of Workers 4 4

Frzquency of Saiiings* Z 6

Claims Processing 3

Operations 3 6

Too Regulated 3
6

Avallability of Space

* These factors also appear as major atrengths in Table 23 above.
*%*Same number in ranking indicates "tle".
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strengths cited in Table 23 appear as major weaknesses in Table 24. Speed
seems to be the only clearcut strength of the American carrier.

Reliability is considered the major weakness by exporters; beth
importers and freight forwarders rank it as the second major WédknEng Con=
versely, rate is ranked by the exporters as the second major weskness; while
importers " and freight forwarders rank i% as the primary weakness. Expnr;ezs
also cited sales representation, knawle;ige of business needs, operationg
management and business management as :mrior weaknessers nf the American car-
rier. Importers ranked frequency Dfrsg: ings and prori.ctivity of werkers
even with reliability as major weakpesscs of the Amei. - flag carriex.
Freighc fofwatders cgmplninsd Lhat *Ha H S merchant Earine wag oo IE~ulatLd‘

(¢) Suggested Improvements for U.S. Flag Carriers

Users were asked in an open-ended question to list the changes or
improvements in American flag carrier service which would encourage them to
ship more frequently via American flag. As Table 25 indicates, many of the
same factors were cited by several user categories. Most of the factors cited
can be classified as operations-oriented or sales-oriented. It would appear
that improvement in general operations areas would have the greatest influ-
ence on the increased usage of American flag vessels. Among those operaticns
areas specifically cited were: improved equipment, more frequent sailing:.
better worldwide service, more reliable service, better supervisicn, no
switching of cargoes, better documentation, better worker produci~—'"y,
creased speed and better claims processing.

Lo

The specific sales areas which were cited as needing improvement in
order to encourage increased usage of American flag vessels were: Dbetter
problem solving, improved rate negotiation support, better rate information,
better knowledge of business needs, improved communications and inforwation,
more aggressiveness to compete, improved sales representation, and better
knowledge of international trade practices.

5. Promotional Practices

In order to gain sume insight into the comparutive marketing prac-—
tices of American and foreign shipping companies, in-depth interviews were
conducted with the chie? wmarketing executives of five American flag and three
foreign flag carriers (prev:iusly described &ss Survey 2). The purpose of
this research was purely exploratory; it was designed to indicate possible
shortcomings in Auerican marketing practices which may serve to hinder future
growth opportunities. Because of the extremely small sample size, nc c¢efini-
tive conclusions can be reached. However, anzlysis of the intarview dsta
suggests a number of areas worthy of future reseavch and development.

(a) Salesmen

7 ~ The American carrier salesman appcars to be a low pald, low turnover,
"low end" representative of the shipping business. He ranges in age fromw the
30's to the 40's, and has been smployed by the same compsany for seven to
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TABLE 25

SUGGESTED LMPRDVEMENTS IN AMERICAN FLAE FARRIER SERVICES

Fraight
Exportor Impnrter  Torwarder

e E e s = et St e

Improved Equipm&ﬁtg s

RBetter Problem Solving

Improved Operations

More Frequent Sailings

Improved Rate Negotiations Suppart
Becter Knowledge ~i Business Needs
Worldwide Service ™

More Reliable Se=: 1ce®

Im>roved Commuriication & infgrmatisns
Be:ter Supervision

Increased Aggressiveness to Cgmpete
Improved Sales Rpresegtatian

Stop Switching Vessels o

More Space Availability

Better Documentation (S Eﬂd-Accuracy)
Better Rate Information

Improved Operations Management

lezs Regulation

Better Worker Prod ,tivity’

Lower Rates

Increased Speed o

Better Clalms Prﬁcéfsiﬂg

Better Knowiedge of Int'l Trade Practices®
Brokerage

= W TR TR RS N SR IR O T I I
oo g
[ RS PUR
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o = Operations

g = Sales
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fifteen years. He was not recruited originally as a salesman, but 4s moxe
likely to have risen through the ranks as an "inside™ man., Thus he le armed
the varied facets of the gervice he is selling from the inside by wotldng in
such areas as documentation, operations, traffic, tariffs, etc., prasumatly
as a clerk. And as a clerk, it 1s unlikely that he was given decigdon-naking
responsibility or experience.’

Sales tralning is vexy informal; his "iaside'® background 48 often
the only training the salesman has received, No trafning 1= given 410 the axt
of salesmanship, in persuasion, in problem-golving, in understanding human
behavior. No inservice (i.e., on-going) training is provided.

Furthermore, few companies know precisely how to evaluate the gileg—
man’s revenue contvibutions. Sales analysis and control are someyhat haz)
sales quotas or standards of performance are often nebulous, and salesmmen
evaluations are very subjective., The American carrier salesman appedrs o
have little status in the industry, which still often refers to him 8 a
"freight solicitor'.

Foreign carrier salesmen in the companies queried, on the other hand,
appear to be treated as professionals; as one foreign flag executive put dt,
they are treated '"with dignity". They are paid more than Amerfcan flag galeg~
men. While they, too, have often risen through the ranks as "inside" mepn ,
they are given additional sales training and receive continual on~going tzxain-
ing. Salesmen attend semisars on a regulat basis to discuss such toplcs as
marketing, pricing, finance and transportation. One company serds {t8 men
to trucking industry meetings because of the belief that its s2lesmen ahould
be experts in domestic transportation. Another conpany repoxis sanpddng gales-
men to seminars at Arden House (Columbia University), to the Contaiper Insti-
tute, the University of Wisconsin, and the University of Houston.

Foreign flag salesmen are trained to be "information pracessors'',

and spend a specific part of each week reading journals from all avex the

world looking for trade opportunities which can be pagsed onto Praspective
shippers. Some of the journals cited include Overseas Digests in Tadvam,
Hong Kong, London, Journal of Commerce, Wall Street Journal, Busings Weel
Leads are funneled in a systematic way from agents all over the world, di=s-
seminated, and discussed for appropriate follow-yp. The men are algo trained
in a problem-solving approach, which 1s generally considered the most e ffec-
tive sales technique. One company has computerized its veekly sales nalyses
by account, including the amount of cargo shipped by each customer on the
last four sailings, the customer's total aanual cargo to date and hig total
last year. 1In this way, a "defecting”" cuastomer can be identified ingned dat ely
and followed up for problem resolution before he has a chance to syitch
loyalties. The company calls this its weekly "™issing Shipper 1list".

Foreign salesmen seem to be given better supervision; not enly do
they submit weekly reports of whom they have seen, but they also suybgit
preplanned itineraries specifying whom thcy plan to call on.

There is an obvious difference in the speed with vhich foredign
carriexr salesmen respond to shippers’ needs and requests. Tie foreign Flag

ot
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respondents said that their salesmen can respord almost immedictely to
shippexs' requests. In these cases where approval is needed from their home
officea, 1f such information is not forthecoming within 24 hours, the cecisirn
ig mude in the local office. Most U.S. customers are not aware that decisions
are ctten wade in the forelgn headquarters office beczuse of the speed of
YeSponge. American flag companies. surprisingly, usually take longer to
reapond.

(p) Customer Orientatlon

Forelgn flar respondents have stressed the importance of adoptraing
tha cusromer’s orientation (i.c., the so-called "marketiry concept" developed
by GE 4in 1958) while U.S. carrier respondents often complained that customers
rarely understood tle carrier's problems. This subtle difference in attltude
may be a critical sales variable. Toreipn responderic liase stressed fie
importance of sales und opurations departmenrs working ciosely togethev, of
meating together —- daily if possible, or at least weekiy -~ (o resolve deparvt--
menital differencrs which may otherwise impede szales.

(. Advertising

All of the companies intervieved mail ocut biweckly shipping scheduies
and do schedule advertising in the transportation journzals. Most companies
digtribute premiums as well. Only one company -- an Apericar carrier which
does a great deal of institutional advertising -- makes Lny attempt to evaluate
itg advertising (i.e., through Starch reports). Very f-w companies menticned
‘cleaning" their mailing lists, desvite their heavy ditect meul programs.

Very little experimentation is done with advertising media; it seems that most
carriers adver_ise in the same transporvation journals in whicn all of their
cowpetitjon advertiges. A few companies reported advertising in commodity
journals,

{d) The Competition's View

[y

Perhaps most disturbing was the complacency witli which the foreign
carriers regarded their American "comvetition". The following quotes speak
for themselves.

"American flag companies are too bureaucraczie."

"American lines are not aware of the probiems in their
international offices ... vhat is bothering their salesmen
.+« what they think of cheir home office."

"DISC (Domestic International Sales Corp.) never affected
us. Shippers are not happy with it. MarAd tries to push
it but we never felt it. Multinational companies will
always have to use third flag carriers. The U.S. merchant
marine can only grow by improving its efficdency, not by
forcing shippers to ship U.S.'

"Wle give our salesmen the incentive to sell -- we give them

pride." 9 8
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"le do long-vange planning but American carriers are
strictly short-range."

"We giva shippevs guarantees on sensitive shipuznts."

"It costs the Y.S. operator more to operate his ships.
Tha U.S8. is ovexfed, fat, very lazy ... belng fed by
subsidv."

"Worst flag to handle is U.S. Crews aic unbelievable,
ridiculously expensive, but the subsidy picks up the
fat ...."

"On our ships, the mester is Loss ~- can keep to
schedules better."

"U.S. management is not hungry, sc there is slack.
This is true, too, of European conference ships."

"We're aggressive beczuse we have vo sall nore than a
flag. Ouly * waves its flag last because they are
highly organized and well-trained."

"We adhere to the rules ... don't want any taint of
malpractice. Despite what American carriers think,
we must show a profit, If we dom't watch expenses,
we're jumped on fast." '

"Our rates are approximately 107 below conference
rates. We have the ability to be flexible. Some
companies have resigned fror the conference in grder to
use us .... We have the gbility to react promptly to
rate requests.’

E. Conclusions

After considering the influence of the user or the growth of the
U.S. merchant marine, the Panel developed conclusione in three areas.

1. Promotional Strategies

(a) The prime target for U,§. carrier pvomotiopal efforts should
be major U.S. exporters who control a significant share of international
cargoes.

(b) Strong educational efforts should be directed to U.S. importers
who are obviously overloocking the fact that, as the custowers of overseas

suppliers, they have the right to stipulate carriers of their choice. Im-
porters may not be aware of the benefits which accrue tc themselves and to

* Name of U.S. company mentioned was deleted.
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the U.5. economy by using U.S. cacriers. Jurther, if unofficial rate
differentials exist between foreign and American carriers, it is most likely
that such rebates do not henefit domestic importers, but rather their over—
seas suprliers. [Domestic luporters ghould become mure aware of this fact.

It is interesting to note that the smullest discrepancies in ratings
between American and foreign flag carriers occurrea in the importer category.
Yet this group tends to have the least experience with American flap vessels.
Importers as a jzroup would snem to be good candidnces for a strong promotional
campaign stressing the advantages of shipping via American flag.

(¢) An on-going promotional campaipn should be directed to freight
forwarders.

(d) Efforts to promete the use 07 American carriers should be
directed to every level of the organizatior,, from company president to export
clerk. Since explicit policies concerning carrier selection rarely exist,
it would be a mistake to ignore the decisiop-making powers of the "lowly"
bocking clerk.

(e) All user categories should be encouraged to develop written
policies favoring the use of U.3. flag carrievs and to furnish apecific lists
of management approved carriers to those ipdividuals who actually make the
carrier selection. This is especially importart where the actual designation
is made far down the management line. Exporters and importers should be urged
to prevail upon their freight forwarders to adhere to such approved lists.

Research indicates that the limited number of exporters who do have
written policles concerning carrier selection must find the feedback suffi-
ciently informative for them to keep these policies up to date and timely.

The development of a policy format which provides quantitative and qualita-
tive feedback to the user may encourage more users to adopt such policies.

The format for such a policy could be developed by MarAd and offered as a model
te all water transportation consumers.

Efforts to have written policies adopted should be focused on top
management levels, which are more likely to Tecognize the national interests
to be served by shipping via American flag., With policy drawn at the top,
lower levels are more 1likely to adhere to such guidelires in making carrier
selecti®ns,

(f) Considering the promotional afforts currently being made to
convince exporters to ship via American flag, it is interesting to note how
relatively unimpartant the factor of flag 18 to all categories of users. It
would therefore seem that present promotional themes are inappropriate since
domestic users are much more concerned with pragmatic variables which are
amenable to cost-benefit analyses. These findings should be reflected in a
revised marketing program directed to all uger segments.

(g) Demestic and international marketing strategies shoyld be
developed which can be targeted to all user categories,
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(h} All categories of user should be made more aware of the
critical variables that affect each other's selection of ocean carriers.
Thus, freight forwarders might be more willing to use higher rated conference
ships which can assure reliability 1f they know this to be the most important
factor to clients. Importers who note that frequency of salling is more im-
portant to the freight forwarder than reliabilit: may wish to involve them-
selves more deeply in carrier selection.

A vesearch study deslgned to identify the critical decision varilables
affecting overseas clients' clioice of ocean carriers could provide the founda-
tion for an educational program directed at domestic users.

(1) The sales and operations departments of U.S. flag carriers
would both benefit from the preparation of a marketing manual specifically
geared to the unique marketing problems of the shipping industry.

2. Sales Representation

(a) U.S. carriers appear to have a critical need for improved sales
training and supervision.

(b) U.S. carrier sales representatives should be trained to deter-
. mine the special needs of customers and prospective customers and to assist
in problem-solving. They should be better trained in international trade
practices.

(¢) The U.S, carrier sales representative should become an essential
conduit for improved communication and information flow betwesen customers
(both present and prospective) and their home offices.

(d) The Maritime Administration should sponsor general sales train-
ing seminars on an industry-wide basis and assist individual companies in
developing tailor-made training programs which meet their specific needs.

(e) To supplement sales training seminars, MarAd should develop a
sales training manual for the maritime industry.

(f) sSales personnel must be carefully recruited, trained and com-
pensated in line with sales compensation in other industries. A salesman's °
orientation is important. A good salesman can be trained to sell any product
or service, while a good inside man -~ despite a thorough knowledge of the
maritime industry -- may not prove to be a good salesman.

(g) Careful sales analysis techniques should be developed which
can quantify a salesman's contribution to his organization. The industry
should develop a widespread marketing information system to collect and
digseminate market intelligence to domestic carrier sales departments. Com=
panies should make a concerted effort to expedite their decision-making
processes as they effect customers. Greater effort should be directed to
integrating sales and operations departments.
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3. Operations

Preblems in various operational areas cited by users must be given
urgent correctional attention.

(a) Since reliability is of prime importance to both exporters and
importers in their selection of carriers, U.S5. carriers must expend every
effort to assure reliability of service.

(b) Frequency of sailing is of major importance to all user cate-
gories. Thus American carriers shoulid be urged to revise their schedules to
compare favorably with those of their foreign competitors.

(c) Both exporters and freight forwarders found U.S. carriers de-~
cidedly worse than foreign carriers in terms of documentation services, indi-
cating a definite need for improvement in this area.

(d) Efforts should be made to minimize switching vessels, a problem
which both exporters and freight forwarders find more prevalent with American
carriers.

(e) The need for improved tracing procedures and improved rocess-
ing of claims by American carriers was indicated by both exporters and freight
forwarders.

(f) Operations management should be more responsive to shipper needs
and inquiries (as evidenced by user ratings of communication and information
as a major weakness of American flag carriers), o

(g) There appears to be a critical need for improved management
training and for management control and information systems.

In general, the findings suggest that U.S. transportation users
lack confidence in American flag vessels and that they are not constrained
by feelings of loyalty to the American flag. However, these findings also
indicate the tremendous potential that exists for American flag vessels among
American-based water transportation consumers. An overriding challenge facing
the merchant marine is one of converting non-users of U.S. flag services into
users.
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APPENDIX II

DESCRIPTIVE DATA CONCERNING SUBSAMPLES

In order to develop user profiles in Chapter 7, respondents in each
subsample were asked a series of descriptive questions about their company
shipping practices. This data is summarized in Table 26.

Exporters

Exporters were asked to estimate the total volume of cargo they
shipped in 1973. The 25 exporters who responded to this question (83% of the
subsample) reported a volume of 6,058,784,000 1bs., or 3,029,392 short tons.
This amounted to an average of 121,176 tons per respondent. When asked to
estimate the gross value of their 1973 cargo, the 24 exporters who responded
to this question (80% of the subsample) reported a total of $4,354,731,000,
or an average of $181,447,120 per respondent. Ninty-two percent of the ex~
porters reported that they shipped over 90% of their cargo via ocean freight
(see Table 27).

Total ocean freight costs reported by the 24 respondents to this
question amounted to $132,280,000, or an average of $5,511,666 per exporter.
Total air freight costs for the 21 respondents to this question (70% of the
subsample) amounted to $22,271,000, or an average of $1,060,523 per exporter.
Alr freight expenditures were approximately 20% of ocean freight expenditures
for this group. The principal ports of exit reported by the exporters are
New York, Baltimore, Philadelphia and New Orleans; while the principal world
markets to which they export goods are South America, Europe and the Far East,
Exporters' companies were categorized according to the Standard Industrial
Clagsification scheme. As Table 28 indicates, almost half the exporters who
responded to this survey ship chemicals and allied producta,

Respondents to the exporter survey are members of the Eastern Region
Shippers Advisory Board of the U.§. Maritime Administration and appear to be
by their titles in charge of the export traffic function in their companies.

Importers

The 15 importers who responded to this question (68% of the sub-
sample) reported total 1973 imports of 279,910,000 1bs., or 139,955 short
tons. This amounts to an average of 9,330 tons per importer. Seventeen
respondents (77% of the subsample) estimated the total value of their 1973
imports at $120,891,000, or an average of $7,111,235 per importer. As Table
27 indicates, 95% of the importers use ocean freight at least 90% of the time.
Ocean freight costs reported by 9 respondents (41% of the subsample) amounted
to $4,190,192, or $465,577 per respondent. (Only two importers submitted air
freight costs; they amounted to $14,000 per respondent.)
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TABLE 26

AVERAGE 1973 SHIPPING HISTORY
- OF RESPONDENTS
BY USER CATEGORY

Exporters Importers Freight Forwarders

Average Total Volume
Cargo 1973

Average Gross Value
Cargo 1973
% shipping 90% or
more carge via ocean
freight

Average Total Ocean
. Freight Costs

Average Total Alr
Freight Costs

Principal U.S8. Ports

Principal World

121,176 Tons 9,330 Tons 52,151 Tons

$181,447,120 $7,111,235 $136,401,407
92% 95% 80%

$ 5,511,666 $ 465,577 $ 5,000,690

$ 1,060,523 $ 14,000 5 55,050
New York New York New York
Baltimore Baltimore Baltimore
Philadelphia §. Francisco NC, sC

New Orleans
L. Angeles

New Orleans
L. Angeles
Houston

New Orleans

South America

Markets . South America South America
Europe Europe Europe
Far East Far East Far East
Worldwide Asia Worldwide
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TABLE 27

PERCENT OF 1973 CARGO SHIPPED VIA OCEAN FREIGHT
- BY USER CATEGORY

Exporter Importer Freight Forwarder

N A N oz N2
100% 1 4 14 70 3 15
95 - 99 19 73 4 20 9 45
20 - 94 4 15 1 5 4 20
85 - 89
80 - 84 1 4 4 20
75 = 79 1 4
70 = 74 — 1 5 -

6 100 20 100 20 100

N/A _4 2 11

30 22 31

TABLE 28
NATURE OF EXPORTER'S BUSINESS

Percent

47
13
10

7

= |

sIC #

28 Chemicals and Allied Products

36 Electrical Machinery

39 Miscellaneous Manufactures

37 Transportation Equipment

38 Professional Scientific and Controlling
Instruments

35 Machinery Except Electrical

33 Primary Metals

32 Glass

30 Rubber and Miscellaneous Plastics

20 Food and Kindred Products

13 Crude Petroleum

=

o)
43| el et ped i et
LY L L LI U LD L3

987+
* Rounding Error
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Principal world sources reported by the importers are Europe, the
Far East, South America and Asia. Principal ports of entry are New York, New
Orleans, Los Angeles, San Francisco, Baltimore and Houston.

Even though this survey was addressed to the Presidents of the import
firms, only 14 of the 22 respondents (64%) appeared to be top management; the

rest appeared to be middle or lower management personnel.

Freight Forwarders

Seventeen freight forwarders (55% of the subsample) repci*~d handling
a total of 1,773,131,473 1bs. of cargo during 1973, or 886,566 short toms
This amounts to an average of 52,151 tons per freight forwarder.

The gross value of their 1973 tonnage was estimated by 9 respondents
(29% of the subsample) at $1,227,613,292, or an average of $136,401,407. As
Table 27 indicates, 80% of the respondents report using ocean freight over
90% of the time. Ocean freight costs for 1973 were estimated by 14 respon-
dents (45% of the subsample) at $70,009,664, or an average of $5,000,690. Air
freight costs were estimated by 16 respondents (52% of the subsample) at
$8,808,000, or an average of $55,050 per respondent.

North Carolina, South Carolina, New Orleans and Los Angeles; principal foreigm
markets reported are Europe, Far East, Worldwide, South America and Asia.

TABLE 29

SIZE OF FREIGHT FORWARDING COMPANIES RESPONDING
BY NUMBER OF EMPLOYEES

Number of Employees N Percent
250 and over 3 10
50 to 100 6 19
25 to 49 9 29
10 to 24 9 29
2 to 9 4 13
31 100%

The respondents to this survey were almost all top management.
Company size varied from two employees to 537 employees. Table 29 lists
the size of the companies by the number of employees in the firm.
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GLOSSARY
ARA-Ameri can Radio Association A labor unfon,
Barge Carrier A barge carrier 4; a lLarge merchant

ship with the capabAlity of loading,
unloading, and trmsporting loaded
and unloaded barges -

Bilatexal Trade Agreement Bilateral txade agreement refers to
an agreement made by two trading
nations that may reserve cargo for
ships owned and operated by each of
those natioms,

Break-Bulk Ship A break-bulk ship refexs to a com-
ventional vesgsel vich its own gear for
loading and wnloading cargo. The
cargo handled by this ship is gener-
ally not packaged ip units but rather
stoved by piece im the vessel's hold.

CAB~Civil Aexopautics Board An independent ait tranmsportatdon
’ regulatory agenicy,

Cabotage Restrictions Cabotage zeferz to restricting trade

in coastal waters or between two

, ' points within a mmtry, to ships
flying that countay's flag-

- (Cargo Diversdom Cargo diversiom refexs to the divert-

) ing of cargo awsy from traditional
flow patterns due to institutional,
operatdonal or eeanq@i; changes.

(axgo Pxeference A policy whereby A government speciflem
that some cargoes will be caxried by
vessels regis;§reé undex Ats own Flag.

(axgo Sharing (1) Caxgo sharimg refers to the prac-
: tice of operators on some trade routes
of sharing avaflable cargo among then-
selves , and (2) it mfght also refer
to the practice of traddng partrmer
nations of regsexving caxgoes for ships
registered undex che flags of thelr
. Tespective countries.
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CDS=Comstxuction Differential
Subsidy .

Code of Conduct for Liner Con-
ferences

CONASA=Coumcil of North Atlantic
Steamship Associations

Containership

Conventional Ships
DWT-Deadweight Ton

FMC=Federal Maritime Commission

General Cargo

Gross Ton

Gross Tonnage

ICC-Intergtate Commerce Commission

ILA-International Longshoremens
Assoclation

ILWU-International Longshoremens
and Warehowusemens Union
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An instrument of federal aid under the
Merchant Marine Act of 1936.

A proposal for cargo gharing between
trading partners developed under the
United Nations Committee on Trade and
Development.

A maritime employers association.

A containership is a vessel that is
capable of carrying standardized
shipping containers in specially con-
structed cells,

Conventional ships refers to break-
bulk vessels with thelr own loading
and unloading gear.

A unit of measure of 2,240 pounds
referring specifically to the vessel's
lifting capacity when loaded in salt
vater to her gsummer free board marks.

An independent maritime transportation
regulatory agency.

General cargo refers to miscellaneous
goods carried in quantities which vary
in weight, size, condition, nature and
class. Generally moves from any one
shipper in less than shipload lots.

A unit of capacity of 100 cubic feet
used for ascertaining the legal or
registered tonnage of a vessel.

The gross tonnage or gross reglstered
tonnage of a vessel consists of its
total measured cubic capacity expressed
in units of 100 cubic feet.

An independent domestic transportation
regulatory agency.

A labor union,

A labor union.



IMCO~International Maritime
Consultative Organization

Intermodal Ships

IOMMP or MMP-International Order of
Masters, Mates & Pilots

Jones Act Protection

Liberty Ship

Liner

ING Carrier

Longshoreman

Management Information Systems

Marad

MCS=-Marine Cooks & Stewards

MEBA-Marine Engineers Beneficilal
Asgociation
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An instrument of the United Nations .

Intermodal ships refers to veggels that
carry unitized loads that can be trans-
ferred readily from ocean-golng glips
to trucks, trains, airplanes or fnland
watexway vessels,

A labor upnion.

Jones Act Protection refexs to cabotage
legislation which reserves cargoes in
the coutinguous and non-continguous
domesatic trade to vessels of U.5, flag
only. Section 27 of the Merchant Ha-
rine Act of 1920.

A Liberty ship refers to a conweptional
break-bulk ship of World War 11X ydn-
tage.

A liner refers to a vessel normgl 1y
engaged in gemeral cargo trades that
maintaing a specific schedule.

Liquefied Natyral Gas.

Liquefied Natural Gas Carriex — A
vessel constructed for the carriage
of liquefied matural gas. '

A man who works at loading ox dis—
charging vessels either aboard ship
or on the wharf or quay.

Management information systems yefers
to elactronic oxr manual systems that
collect, procegs or disseminate fimar-
cial, operational and personnpel ip for-
mation to management. .

Maritime Administration, U.S. Depagxt—
ment of Commerce.

A laboy upjon.

A labor upion.
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MFU-Marine Firemens Union

MsC

M30-Marine Staff Officers
MWMU-National Maritime Union

NYSA~New York Shipping
Ansgclation

OBO-Ore /Bulk/01l

ODS-Qperating Differential
Subgidy

PMA-Pacific Maritime
Agapciation

Protected Trades

Religbility of Service
RO/RO (Roll-on/Roll-off)
Short Shipments

Steamship Conferences

Subgidized Carrier

SUP-Sailors Union of Paclfic
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A labor union,

Department of Defense.
A labox union,
A labor union.

A maritime employers association,

Combination bulk vessel that can be
used to carry either ore, oil or other
bulk commcdities such as grain.

An instrument of federal ald under the
Merchant Marine Act of 1936,

A West Coast employers organizatiom.

Protected trades refers to those ocean
routes covered by cabotage legislation
which limits competition to matiomal
flag operators only.

Reliability of service refers to the
consistency with which an operator
meets a schedule.

Refers to a ship in which unit loads
can be driven, pushed or pulled to
and from a dock to a ship.

Short shipments refers to goods that
are shut out of a vessel through lack
of space, late arrival or error.

Steamship conferences refers to organi~
zationg of operators serving the same
trade routes which are formed for the
purpose of standardizing rates and
publishing tariffs.

A subsidized carrier refers to a U.S,
operatoy who i8 receiving operating
differential subsidy.

A labor union.
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UNCTAD-United Nations Committee
on Trade and Development

ULCC-Ultra Large Crude Carrier

Victory Ship

VLCC-Very Large Crude Carrier

~-101~
An instrument of the United Nations.
Super tanker in excessg of 250,000
deadveight ton capacity,
Victory ship refers to a conventional
bresk=bulk vessel of World War II
vintage.

Super tanker in excess of 100,000
deadweight ton capacity,
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This report describes the development and current status
of the U.S. merchant marine with special emphasis on the influences
of government, management, labor, and users. The report describes a wide
spectrum of maritime activities, including the voles of various govern-
ment agenciles, ‘the organization and effectiveness of U.S. merchant
marine management, the structure and impact of labor-management
relations, and the reaction of current and potential users.

The recommendations are listed in priority order and range
from major research on the effects of bilateral trade policies to
less comprehensive atudies on the ways and means of encouraging the
study of ocean transportation in major colleges of business admin-
istration. Recommendations are also made for studies in marketing,
labor relations, and government activities.
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